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I N SUCH DIVERSE BUSINESSES as department stores, 
supermarkets, wholesalers, electro-platers, aircraft manu-
facturing and paper manufacturing, the systematic appli-
cation of explicit, scientifically-based, ordering rules has 
significantly improved inventory management decisions. 
The development of various inventory management sys-
tems using such rules in these industries has been docu-
mented.1 The typical result of installing such a system in 
a company which did not already have one has been one 
or both of the following: 
1. A reduction in inventory of from 10% to 30% 
2. A decrease in stockouts of from 25% to 70% 
Frequently these changes have been accompanied by in-
creased sales, and often they have required no increase in 
the continuing amount of effort devoted to inventory 
management once the system had been installed. 
Although the most sophisticated systems make use of a 
computer, some quite successful systems have been 
manual, while others have used tabulating equipment. 
The reason for the results obtained from the installation 
of scientifically-based inventory systems lies partially in 
the large number of reordering decisions which have to 
be made when managing inventories ranging from several 
hundreds to many thousands of items, with differing and 
changing demands. It is unrealistic to expect that all of 
these decisions will be made in a consistent manner with-
out explicit rules for "when" and "how much" to reorder 
and a formal system to ensure that the rules are followed. 
And the rules are not likely to be set properly without an 
understanding of the relationships between order quanti-
ties and inventory costs on the one hand and between 
inventory levels and stockouts (or customer service levels) 
1
 Joseph Buchan and Ernest Koenigsberg, Scientific Inventory 
Management, Prentice-Hall, Inc., 1963 
ZOQ=J-
S = 100 
C0 = $2.00 
10 0 30 
Order quantity (q) >-
EXHIBIT 1 
on the other. It is in the setting of the rules that an ele-
ment of the "scientific method" is brought to bear on the 
inventory management problem. 
The concept of "making a model of a system (or opera-
tion) ", is a fundamental technique in science which turns 
out to be quite useful in inventory management. A model 
is a simplified reproduction of the important relationships 
in an operation or a system. It may be a set of equations, 
a simple flow chart, or an elaborate computer program. 
If the model adequately represents the operation, we can 
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often learn how to improve the operation by experiment-
ing with the model. 
The basic inventory model illustrated in Exhibits 1 and 
2 is somewhat of a classic, having first appeared in the 
literature more than thirty years ago.2 It illustrates the 
typical assumptions and simplifications of a model, but 
one which has proven widely useful despite its simplicity. 
The model shown, which is variously referred to as an 
Economic Order Quantity system, a reorder point sys-
tem, or a trigger system, is made up of two parts . . . a 
model of cost behavior for determining how much to 
reorder and a model of inventory behavior for determin-
ing when to reorder. 
The Economic Order Quantity (how much) 
Exhibit 1 illustrates the cost model which is used to 
determine the most economic, or minimum cost, order 
quantity. The model assumes that the total cost of man-
aging inventory consists of two kinds of costs: 
(1) Ordering cost (Co) is the additional cost of plac-
ing an order — a cost which is considered to be inde-
pendent of the size of the order. This might include set 
up costs in manufacturing, but only purchase order 
processing costs in retailing. As shown in Exhibit 1, the 
annual cost of ordering decreases at a decreasing rate as 
the order quantity increases. In other words a specific 
cost per order is spread over more units per order. 
(2) Carrying cost (Cu x i) is the cost of storing in-
ventory plus the opportunity cost of the money tied up in 
inventory. This is usually expressed as the unit cost of an 
item multiplied by an annual percentage, such as 20% 
per year. The annual cost of carrying inventory increases 
2
 R. H. Wilson and W. A. Mueller, "A New Method of Stock 
Control", Harvard Business Review Vol. 5, 1926-27 
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in direct proportion to one-half of the quantity ordered 
( q / 2 ) , because the average level of the inventory will be 
about halfway between the level just before a reorder is 
received and the level just after a reorder is received. 
As is shown in Exhibit 1, the total annual cost of man-
aging inventory first decreases as the order quantity in-
creases because of the rapid reduction in the unit ordering 
cost. At some point, this total annual cost begins to in-
crease again as the reduction in ordering cost gets pro-
gressively smaller and is eventually outweighed by the 
increase in carrying cost. The mathematics of this par-
ticular model are such that the minimum total annual 
cost occurs where annual carrying cost equals annual 
ordering cost, and the order quantity which results in 
minimum cost can be determined from the formula in 
Exhibit 1, where S is the annual unit sales. 
Based on this cost model, the formula shown will per-
mit determination of the most economic order quantity. 
Note that the total annual cost curve is rather flat near 
the minimum point. Thus, the recorder quantity can be 
varied over some range near the minimum without sig-
nificantly changing total costs. And because of the square 
root relationship, a 21 % error in determining the carrying 
cost or the ordering cost will only introduce a 10% error in 
the determination of the economic order quantity. 
The Reorder Point (when to reorder) 
Having determined "how much" to reorder, it is also 
necessary to determine "when" to reorder. The model on 
which this is based is shown in Exhibit 2. With ideal be-
havior, a new order quantity would be received just as 
inventory reached zero. This quantity would be used up 
at a constant sales rate until another order was received 
just as the inventory reached zero again. 
i , - Place reorder 
O Receive order 
Average 
i inventory 
L (lead time in days) L L 
Time » 
EXHIBIT 2 
I N V E N T O R Y BEHAVIOR UNDER A 
R E O R D E R P O I N T SYSTEM 
Since this kind of idealized behavior does not happen 
in the business world, the model of inventory behavior 
is made a bit more sophisticated. First, the time lag be-
tween placing a reorder and receiving it is recognized. To 
compensate for this, the average expected sales during 
this lead time are calculated and that amount is added to 
zero in computing the reorder point — the level of in-
ventory at which a reorder should be placed. 
This is still inadequate because actual sales would 
exceed average sales in about half of the time periods. 
Every time this happened there would be a temporary 
out-of-stock condition (or back order) and probably lost 
sales. Therefore, a buffer (B) or safety stock is added to 
expected sales during lead time. The result is the reorder 
point (P) which is used in this model. 
A basic understanding of how buffer stock is deter-
mined can be acquired by referring to Exhibit 3, which 
shows one distribution of individual weekly sales about 
average weekly sales for 100 weeks. This happens to be 
a retail item with fairly small weekly sales which fit a 
particular statistical distribution known as the "Poisson". 
The pattern of demand on manufacturing or wholesale 
inventories is likely to fit other distributions such as the 
"normal" or the "exponential", but the way in which 
the distribution is used is much the same. It is used to de-
termine the buffer stock required to meet a specific, de-
sired level of protection against stockouts. 
Average sales (Sw) = 4 
2 % of Sw > 8 units 
Weekly sales, Sw (units) 
EXHIBIT 3 
A D I S T R I B U T I O N OF I N D I V I D U A L WEEKLY 
SALES ABOUT T H E AVERAGE 
When lead times are fairly constant the distribution of 
sales about the average sales can be used directly to de-
termine a buffer level with an associated probability of 
stockout or back orders. If, for example, the lead time 
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in Exhibit 3 were a constant one week with the average 
weekly sales of four units, and actual weekly sales only 
exceed eight units in two weeks out of 100, setting the 
buffer stock at four (reorder point of eight minus average 
weekly sales of four) should insure that stockouts would 
not occur more than 2 % of the time. If lead times also 
have a significant variation about the average, the 
determination of buffer levels and stockout probabilities 
can be made by a Monte Carlo simulation. In this, tables 
are set up for the relative occurrence of various lead 
times and various sales rates. By randomly and repeatedly 
selecting a combination of a lead time and a sales value 
from these tables, and plotting the effect on inventory 
level if the reorder point and quantity rules are followed, 
the frequency with which inventory would drop to any 
given level below the reorder point can be approximated. 
Consequently, the percentage of stockouts which would 
occur for any given level of buffer stock can be approx-
imated. 
Balancing Inventory and Stockouts 
Regardless of the method used to determine buffer 
stocks, the significant fact is that the relationship between 
inventory levels and stockouts is not linear. As can be 
seen from Exhibit 3, the proportionate reduction in stock-
outs gets smaller as we increase inventory from six units 
to seven and then to eight. A kind of "law of diminishing 
returns" sets in. 
This is shown more clearly in Exhibit 4 for one pattern 
of sales distribution. Reducing stockouts from 2% to 1% 
required only a $200 increase in average inventory, while 
reducing stockouts from 1% to l/z% requires an additional 
$500 increase in inventory. 
Changes 
> 
Average 
Shifting balance inventory Stock-outs 
I From M to 0 + $ 2 0 0 - 1 . 0 % 
From N to 0 - 400 +0.5 
_ . Net results - $ 2 0 0 - 0 . 5 % 
S? 3 - \ 
o ! >v 
2 j . v 
o < 1 1 ; 1 1 1 i 1 
100 300 700 
Average inventory ($) *-
EXHIBIT 4 
BALANCING I N V E N T O R Y AND S T O C K O U T S 
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In any large inventory, several items may have similar 
sales — both as to average and as to distribution. The 
points M and N in Exhibit 4 show the existing stockout 
and average inventory levels for two such similar items 
at one company. Obviously these two items were not being 
controlled to the same extent. Yet there was no good 
reason for the difference except the large number of 
items which had to be controlled and the lack of a formal 
system for controlling them. 
By letting management select 1% stockouts as a satis-
factory level and by applying the reorder point and re-
order quantity rules, the balance of inventory to service 
levels was shifted to point O for both items. As is shown 
in the exhibit, the overall stockouts for M plus N and the 
overall average inventories for M plus N were both 
reduced. 
Undesirable disparities in treatment of different in-
ventory items, similar to that shown in Exhibit 4, are 
quite common in businesses which process a large volume 
of inventory transactions, but lack a formal inventory 
management system. That is why the installation of such 
a system is often accompanied by simultaneous reductions 
in stockouts and inventories, however paradoxical this 
may seem at first glance. 
The Proper Inventory to Sales Balance 
Lack of understanding of the relations among the in-
ventory variables is also the reason for many companies 
following an inventory policy which is not the best one, 
namely that a fixed time supply of each item will be kept 
on hand. For example, all inventory items may be main-
tained at a level equal to two months' sales. 
The reasons why this is a poor policy can be grasped 
by a look at the two components of inventory, buffer stock 
and reorder quantity. Consider the buffer stock. A fixed 
time supply of items with widely differing sales will not 
give equal protection against stockouts. For items with 
a Poisson sales distribution, for example, the buffer stock 
required to give a particular protection against stockouts 
varies with the square root of sales. Hence, use of a con-
stant proportion of sales over-protects the high volume 
items and under-protects the low volume ones. The pre-
vious discussion of reorder quantities in connection with 
Exhibit 1 indicated that the most Economic Order 
Quantities varies, not in direct proportion to sales, but in 
proportion to the square root of sales. 
Exhibit 5 shows how the time supply of inventory 
should vary with sales. Note that the scales are logarithmic 
so that the straight, slanted line relating the proper in-
ventory level to the sales volume actually represents a 
5 
non-linear relationship. But it is definitely a relationship 
in which the time supply decreases as sales increase. For 
item M with $200 annual sales, inventory should be at 
20% of annual sales, while inventory of item Z should be 
at 2.5% of annual sales of $10,000. 
I 1 I I I I I M l I I I I I I I I I 
100 500 1,000 5,000 10,000 
Annual sales (units) *-
EXHIBIT 5 
T H E PROPER BALANCE OF 
I N V E N T O R Y T I M E SUPPLY T O SALES 
The scattered dots on the exhibit represent the actual 
relation between sales and inventory time supply for a 
number of different items under existing inventory pro-
cedures at a company which did not attempt to maintain 
a constant time supply. After the application of Scientific 
Inventory Management rules, all of these relationships 
were shifted to fall within the slanted, dotted lines, which 
represent the E O Q plus and minus 40%. (As mentioned 
in connection with Exhibit 1, the total inventory cost 
changes relatively little for a range of values about the 
E O Q , and carrying and ordering costs are seldom known 
precisely enough to warrant insistence on the exact 
EOQ.) The net result was a reduction in both inventory 
and stockouts. 
Selectivity 
Almost every inventory, regardless of type, displays one 
characteristic which should be mentioned because it often 
enables inventory management to be significantly im-
proved without increasing the total amount of effort 
spent, by selective re-allocation of effort. This character-
istic is illustrated in Exhibit 6, which shows the results of 
classifying all items in an inventory into three groups 
based on their relative activity. Group A, which includes 
only 7% of the items, accounts for 5 1 % of the sales and 
49% of the inventory dollars. 
No. % of % % of 
of All of Average 
Class Items Items Sales Inventory 
A 156 ~1% 5 1 % 49% 
B 835 35 38 37 
C 1409 58 11 14 
2400 100% 100% 100% 
EXHIBIT 6 
A TYPICAL CLASSIFICATION OF I N V E N T O R Y 
I T E M S 
Re-allocating a limited amount of inventory manage-
ment effort so that more of it is concentrated on the class A 
items will often improve the overall inventory picture. In 
a system relying on periodic inventory counts, for ex-
ample, the A items might be counted every two weeks 
while the C items are counted only every six weeks. In 
addition, the customer service (or instock) levels might 
be set at 98% on the A items and 85% on class C items. 
The existence of a pattern much like that shown in Ex-
hibit 6 is so common that an opportunity for selective 
allocation of effort nearly always exists. 
Variations From The Basic Model 
There are many useful variations on the basic inventory 
model which was just discussed. The above model as-
sumes that perpetual inventory records are continually 
reviewed so that knowledge of reaching the reorder point 
is instantaneous. Where inventories are periodically re-
viewed, a provision can be made for sales during the re-
view period (time between physical counts). 
In another situation, where periodic inventory reviews 
are made and ordering costs are unimportant, a replen-
ishment level system may be appropriate. Such a system 
might be used, for example, where reorders merely trans-
fer company owned inventory from a central warehouse 
to decentralized selling locations. In the replenishment 
system, the order quantity is not constant, but is equal 
to the difference between a fixed replenishment level and 
the actual inventory level at the time of the review. 
Conclusion 
These variations need not concern us. The main pur-
pose of this discussion is to indicate, by specific reference 
to one simple but useful inventory model, how the appli-
cation of Scientific Inventory Management has been of 
use in improving inventory management. Its utility stems 
from the fact that it provides specific inventory reorder 
rules, based on an explicit analysis of their effect on in-
ventory costs and customer service levels, which can 
ensure consistent inventory management practices in 
conformance with inventory management policies. 
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\n Featherstone, 
3&S Senior Consultant 
Chester Brisley, 
TRB&S Senior Consultant 
Donald Jennings, Partner and 
Chairman of the Management 
Services Committee 
Work Measurement 
and Variable Budget Seminar 
November 11th — December 14th 
TRB&S embarked on a different kind of educational 
program when the recent seminar on work measurement 
and variable budgets was held in Chicago. Twelve men 
from various parts of the country spent an intensive five 
week study period at the O'Hare Inn, where they attended 
meetings that lasted an amazing total of 196 hours. 
Under the leadership of Chester Brisley and Irvan 
Featherstone from the Executive office, participants con-
centrated on work simplification and work measurement 
. . . including time study, work sampling, operation time 
analysis, Methods Time Measurement ( M T M ) and va-
riable budgets. 
All members of the group took the M T M 105-hour 
Application Training Course and final examination, de-
veloped by the M T M Association for Standards and Re-
search. (The M T M Association comprises CPA firms 
and management consulting firms as well as businesses, 
industries and universities. Its purpose is to promote the 
predetermined time standard system.) Final examinations 
for variable budgets were also given. 
Interesting Statistics . . . 
• Average age of men attending was 28 years 
• Approximately 40 pounds of material was used 
for each man 
Robert Goldschmidt, Richard Brigden, Richard Tyler, New York; E. Wendell Bre-
land, Houston; George Heberer, Gerald Mainman, Milwaukee; Dan Neidlinger, 
Dayton; George Maas, Minneapol is; Robert Worley, St. Louis; Joseph F. DiMario, 
Pittsburgh; Dowlan R. Nelson, Detroit; James Teeter, Chicago. 
Maybry, speaker from Methods-
Measurement Association 
Before coming to TRB&S as Director of Executive 
Placement, Gordon H. Armbruster had been vice-presi-
dent of organization and planning at Sheaffer Pen 
Company, a management consultant in personnel and 
organization, professor of sociology and social psychology, 
and administrative analyst for the Chicago Chamber of 
Commerce. 
He received a Ph.B. from the University of Wisconsin, did 
graduate work there in economics and received his Ph.D. 
in Social Psychology from the London School of Eco-
nomics. Dr. Armbruster, a Certified Psychologist, is a 
member of the American Psychological Association; 
the American Sociological Association; the Society for 
Applied Anthropology; the American Management 
Association; and the American Personnel and Guidance 
Association. 
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etition 
• 
Ask any economics student what is the most distinguish-
ing feature of a free economy and he is likely to answer 
that it is the unimpeded flow of goods and services based 
on purely market factors. A concomitant aspect, but fre-
quently taken for granted, is the mobility of labor. Men 
must be free to move to change jobs. The shortage of 
technical, professional and executive skills during and 
after World War II encouraged the growth of both public 
and private employment agencies and gave birth and 
momentum to a new phenomenon, the executive search 
firms. The latter, of course, concentrate on high level 
administrative, technical and professional personnel 
where the shortage has been and continues to be most 
acute. 
Despite the encroachment of government regulations 
and controls we are still largely a market economy and 
the tremendous expansion of business nationally and 
throughout the free world is a tribute to the self gener-
ating qualities of the free enterprise system and its ability 
to respond to endless human wants. But increased market 
opportunity has also bred increased competition demand-
ing new and better product development, better produc-
tion methods, better advertising and sales appeals, better 
methods of distribution, and better prices and services. 
Business survival and expansion depend on a company's 
consistent dedication to innovation in products, methods 
and management and the only real key to its future is in 
the quality of its personnel. Hence, the search for admin-
istrative, technical, and professional executives has be-
come intensified and will expand as the economy expands. 
T H E QUARTERLY 
for Talent 
by Gordon H. Armbruster 
The Why & How of The Search Firms 
The response to this need is the development and rapid 
growth of firms specializing in finding executive level 
personnel for growth and change conscious companies. It 
has also expanded the activities of many long-established 
consulting organizations to include an executive place-
ment service in their client offerings. The latter have 
found, as will be discussed below, that a recruitment 
service offers many dividends beyond the immediate re-
turn for a successful placement. 
It would be appropriate at this point to distinguish the 
executive search firm from the employment agency. In 
the first place, the agency operates on a contingency 
basis, that is, it receives its fee on placement of the 
candidate, billing the individual and receiving its fee from 
either the new employee or the company. Although 
agencies place people at all levels, search firms usually 
confine themselves to the upper or top echelons. Agencies 
obtain their applicants almost entirely by advertising, 
either by listing specific job opportunities or by indicating 
the broad job areas in which they specialize. Most search 
firms do little advertising, depending rather on their con-
tacts and to a lesser extent on their files (developed by 
referrals), and on those executives quietly on the prowl 
who let the search firms know of their availability for 
sufficient inducement. In fact, the search firms' most 
proudly proclaimed attribute is the emphasis on their 
ability to get the man who is "not looking," the one who 
is respected for his effectiveness and "wanted" by his 
present employer. Most importantly, the search firms em-
phasize what is referred to below as the "total situation" 
approach to placement. They concern themselves with 
the organizational and personal interrelations as well as 
the technical aspects of the job. The one or two candi-
dates who are finally presented to the company manage-
ment have therefore been screened for compatability with 
the situation. This is not to say that reputable agencies 
will not take cognizance of suitability factors in submitting 
candidates, but they are more concerned with the mini-
mum technical qualifications and since their responsibility 
is primarily to the individual job seeker, they generally 
leave the appraisal of what may seem to be extraneous 
factors to the company. This is particularly true of those 
agencies whose placement activities are mostly involved 
with jobs where elements of personality and compatibility 
are less vital. Since, as well, the agency fees are generally 
considerably lower than those charged by search firms, 
they cannot afford the comprehensive appraisal which is 
the reputable consultant's most significant contribution. 
The search firms, varing in size from one-man "phone 
booth" type of operations to the larger consulting organi-
zations, find personnel for their clients on either a fee 
basis ranging from 15 to 25% of the placed man's first 
year's base compensation plus expenses, or on a per diem 
and expense basis with a guarantee not to exceed a given 
amount or percentage of the first year's base. Sometimes 
referred to facetiously as "head hunters" or "pirates" by 
employers who lose a key man through these efforts, the 
search consultants serve a useful purpose in ensuring the 
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mobility referred to in the opening paragraph. At the 
same time, as a countervailing influence, they sometimes 
force a reluctant management to take a look at and im-
prove compensation and personnel policies so as to retain 
valuable middle and upper level executives. Ironically, 
such attractions as pensions, deferred compensation and 
increased base pay policies may serve more to hold the 
complacent and inadequate performers than to attract 
and retain the ambitious and competent. The latter do 
not, as the old saying goes, live by bread alone. Their 
interest in accomplishment, in being able to achieve work 
goals, makes them acutely sensitive to the organizational 
climate of the company. Thus, they are often inclined to 
look beyond financial and related emoluments of office. 
The quality of management tends to be self-perpetuating: 
poor management retains and attracts ineptitude, and 
good management persists by retaining and obtaining 
competency. 
By the same token, a good man will think twice before 
giving up attained rights and benefits in generous deferred 
payments and pension funds in this era of high income 
taxes. A recent article in The Wall Street Journal pointed 
out the tremendous growth in fringe or supplemental 
benefits to employees base pay since World War I I . Wage 
and salary payments have increased three-fold but fringe 
benefits such as employer-paid insurance and pensions 
have increased six-fold. It is not known how great an 
effect these benefits have had upon job changing at the 
professional and executive level, but in the last fifteen 
years job switching among production workers has de-
creased from 7% to 4% of the labor force. Up to a point 
the reduction of turnover reduces costs and provides more 
efficient operations, but it is not too big a step from 
stability to stagnation, and this is particularly true at the 
executive level. 
That the growth of fringe benefits acts as a deterrent 
to the free mobility of labor which is essential to the 
operation and development of a market economy, there 
can be little doubt. Nevertheless, and fortunately, the 
growth of our economy generally and the expansion of 
specific businesses as well as the ambition, the desire for 
change, and the fascination of a new challenge on the 
part of the individual, still operate at the executive and 
professional level and assure a degree of fluidity. These 
factors are largely self-generated. But more significant 
are the numerous instances in which the petty and some-
times monumental foibles of an inept top management 
provide the prideful and the capable with the stimulus to 
change. However, the author does not wish to stress this 
side of executive placement. Restlessness and discontent 
as personality components are not to be condemned 
per se; these, in reasonable amounts and properly directed, 
are the ingredients of progress and essential elements in 
the personalities of the doers and innovators. 
Thus, the employment agencies and the executive 
search firms serve as facilitating media for the movement 
of personnel horizontally and vertically. The great ma-
jority of people engaged in this activity either in the 
search firms, the management consulting firms, or the 
public accounting firms endeavor to do a professional job 
by careful appraisal of the total situation and of the can-
didates so that a good match can be assured and they 
can take pride in their accomplishments. Of course, there 
are always the few who do not meet these standards. The 
executive looking for a new opportunity or one who is 
temporarily out of a position, perhaps because of a merger 
or company retrenchment, may avail himself of the serv-
ices of self-styled personnel consultants. They will, for a 
fee, prepare his prospectus and furnish him with a list of 
companies and names to solicit which he himself could 
have culled from Standard and Poors. To really embellish 
the appeal, the executive may be given a battery of 
psychological tests from which his positive points are pulled, 
polished and published, and the negative are either 
ignored or refurbished in vacuous platitudes. These highly 
stylized presentations are easily identified by the experi-
enced employment manager (who may be irritated rather 
than attracted every time one appears in his heap of 
applications), but they sometimes deceive the less sophisti-
cated interviewer. 
Fortunately, the great majority of those involved in 
this activity are ethical and skilled placement consultants 
who assess position requirements as well as personal qual-
ities with the objective of an optimum matching of 
attributes. The experienced search executive, whether he 
obtains his prospects from personal search, referrals, want 
ads, or from other recruiters or consultants, will still see 
that the candidate's record is verified and that his qualifi-
cations are checked with the position requirements. 
The Public Accountant & Executive Search? 
It is, of course, the systematic analysis of both the indi-
vidual applicants and of the characteristics of the position 
to be filled which differentiates the professional in place-
ment from the employment agency. Increasingly, the 
major management consulting organizations and public 
accounting firms are offering placement services. 
All of us in the firm know that public accounting organ-
izations have participated in this activity in varying de-
grees for many years. For the public accounting firm the 
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activity probably started when the first individual prac-
titioner employed his first bright young man to be a staff 
man and a client tried to employ the man to be the 
controller. This was a natural outgrowth of our relation-
ships with our clients. On the one hand, we may have 
observed a need for additional talents in the accounting 
department; on the other hand, of course, the client may 
have recognized his need and either approached one of 
our staff members or asked our help in finding accounting 
personnel. Such activity was, however, occasional and 
random, at best a hesitant venture into another possible 
client service without the conviction that this was an area 
in which the accounting firm should serve their clients. 
Further, it was realized that an unfortunate selection or 
a sincere referral who turned out to be unqualified for the 
position either because of technical deficiencies or of the 
personality conflicts could cause embarrassment in client 
relations. 
But the risks do not outweigh the advantages of suc-
cessful placement, much less do they excuse an evasion 
of responsibility. The certified public accountant is in a 
very good position to uncover the ultimate dollars and 
cents evidence of weaknesses in administrative and tech-
nical performance through either his annual audits or 
management services engagements. It is a logical and 
obvious step from the observation of a client's need for 
a replacement of inadequate personnel or a strengthening 
of the staff with a necessary specialist, to assist in the task 
of finding the "right" man for the client. This work 
could, of course, be turned over to an organization 
specializing in recruitment. But the accounting firms are 
finding that client relations as well as professional stand-
ards may be best served by providing this service them-
selves. They are increasingly becoming involved by intent 
as well as by necessity and most of them now have or are 
developing a professional service in this area. 
TRB&S and the Professional Approach to Placement 
At this point, we might well outline the features of a 
professional service in executive placement such as we are 
now developing at TRB&S. At the outset, it must be 
stated that a client placement activity is not entirely new 
to the firm. Several of our offices have from time to time 
handled search assignments and the management services 
arm of TRB&S—Canada has had an organized service of 
this nature for several years. However, it is now our 
objective to plan and implement this service on a national 
basis and have additional qualified people in the firm to 
carry out search assignments. 
To clarify what is involved in such a program, we can 
draw upon the experience of the placement function in 
the Executive Office during the first year it has been in 
operation. Significantly, the very fact that this service is 
available has precipitated a considerable number of re-
quests from our offices to give assistance to their clients. 
These have ranged from one extreme illustrated by the 
incidental inquiry: "Do you happen to know of a good 
controller for us?" to the genuine search assignments to 
find the "right" man. The distinction made here between 
casual inquiries and search assignments should emphasize 
the difference between the general review of resumes in 
response to a request and the total situation appraisal of 
the client's needs which is the professional approach to 
placement. 
That the inquiry should if possible be turned into a 
search assignment is evident. That this cannot always be 
done, and that there will be a variety of situations requir-
ing flexibility in approach is also apparent. The objective 
in all circumstances, however, should be to assure the 
quality of the undertaking to the extent of our participa-
tion. Even in the case where the client has not requested 
a search, we should not merely send resumes culled from 
the files but only recommend candidates known to the 
firm. We have an obligation to both the client and to the 
candidates. The qualified man to us may be anathema to 
the client; the price of a career misadventure for the man 
may be one of life-long regret. Whether we like it or not, 
any resumes we send to a client may be looked upon as 
endorsements, and common sense dictates that we know 
the man behind the record, his character as well as his 
performance. If we recommend a candidate who meets 
the qualifications of the position and is personally com-
patible with the people involved, we may bask in the 
client's satisfaction with us; if not, he will certainly be 
disappointed with the selection. 
Our objective should be to convince the client of the 
need to have qualified personnel who can be found only 
after a systematic appraisal of the candidates and of the 
position. It should be pointed out that the circulation of 
resumes is the task of the employment agencies, and even 
of them, people expect and ask some rough sorting based 
on gross criteria. If they do not do a preliminary screen-
ing, people soon stop doing business with them. Since we 
are a professional organization in our other services, we 
must apply similar standards to this endeavor. It is our 
responsibility to conduct this service on a systematic and 
professional basis. This means we must know as much 
about the job situation as possible, including the signifi-
cant facts about the company: size, location, competition, 
the technical requirements of the position, the peer and 
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subordinate relationships, compensation and related bene-
fits, future opportunities, etc. From these facts we must 
also delineate the emergent personal specifications such 
as age, education, and experience requirements, and 
finally, the often more vital other half of the job, the 
unwritten aspects, the disposition (or indisposition) of the 
boss, the working climate, the degree of competitiveness 
among peers and subordinates, the extent of organization 
or lack of it, and the quality of personnel. 
By similar criteria, we should assess and know the can-
didates. In this respect, a thorough reading of the records 
should provide most of the answers. We can, of course, 
never expect 100% success in prediction. Critical situa-
tional subtleties are elusive, we may misinterpret the evi-
dence, and the variables of human and situational change 
are beyond our control, but a systematic gathering and 
weighing of the evidence should enhance our batting 
average significantly. 
It should be evident from the above that a position de-
scription is more than a simple recitation of its basic 
technical components. Even positions requiring profes-
sional training in such areas as accounting, engineering, 
and physics differ widely, not only in their special tech-
nical requirements, but in the attendant personal quali-
ties involved. As one goes up the organizational ladder, 
the more vital become personal attributes such as judg-
ment, persistence and persuasiveness to name a few. The 
requirement for managerial skills may become more im-
portant than the technical know-how which a less sophis-
ticated definition designates as primary. Thus, a profes-
sional placement function entails a comprehensive and 
systematic analysis of the total position requirements and 
a similar analysis of the attributes of the candidates so 
as to approximate the best matching of characteristics. 
While one does not have to be a personnel psychologist 
to carry out an effective program in screening and place-
ment, certain personal qualities are essential. A knowl-
edge, born of experience, of broad occupational categories 
and company organization structure, coupled with a syste-
matic and disciplined approach to the reading of the 
evidence are techniques of both personal inclination and 
acquisition. For the most part, experience in dealing with 
people, general knowledge of business operations, and the 
qualities of insight and interest are the foundations upon 
which the techniques of executive placement and ap-
praisal can be learned. 
It is significant that the attendant values of a placement 
service may be as important to us as the placement activity 
itself. In fact, any one of the supplementary benefits 
would justify the existence of the service. 
To enumerate the most obvious: 
1. The satisfaction of knowing that a client has been 
well served. 
2. The satisfaction which comes from assisting a well 
qualified candidate obtain a good position. 
3. The opportunities to place our own staff personnel 
who have decided to leave public accounting. 
4. The opportunity to complete or round out our 
service when involved in a systems or reorganiza-
tion engagement. 
5. The building of public relations by interviewing 
candidates referred to us by our clients, bankers, 
and others, and referring qualified candidates to 
our clients. 
One additional feature requires separate treatment. 
The inquiry or request to find an executive provides us 
with an opportunity to analyze the client's organizational 
problems which gave rise to the request. As a result of 
this study, it may be determined that there is no need for 
an additional man, or that the man is already in the com-
pany, or that the type of skill sought and the position 
itself, require redefinition. Whatever the problem the 
solution may involve organization, position, and proce-
dural changes as well as finding the "right" man. The 
opportunity to set up an internal management develop-
ment program may be a natural accompaniment. Finally, 
exposure to the client's manning requirements may bring 
out auxiliary or additional services requirements which 
the alert TRB&S representative should bring to the atten-
tion of the client. Significantly, by thoroughly analyzing 
the client's situation, we are carrying out our obligation 
to provide the client with the best possible service in the 
light of his problems. 
In summary, it must be emphasized that the placement 
function should not be considered as a separate service, as 
something we have taken on in addition to our other-
activities, another commodity to be sold in our general 
store of services. It should rather be understood as a part 
of our total services concept. I t enlarges and extends and 
in a very real sense rounds out our capabilities by assuring 
that, in addition to providing the recommendations and 
the proper candidate to carry out the recommendations 
. . . . the executive placement function is both an oppor-
tunity and a responsibility. 
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The entrance to the 
Minneapolis office. . . . Alice 
Carlson (standing) and 
Virginia Kolsrud, receptionist. 
Mrs. Kolsrud was named one 
of the outstanding 
receptionists in Downtown 
Minneapolis in ig62. 
J- H E HISTORY of a public accounting office inevitably 
consists of two ingredients, clients and the people who 
serve them. The first contacts in Minneapolis began in 
1908 when John B. Niven of the predecessor firm of 
Touche Niven & Co. was appointed to represent British 
interests in the reorganization of The Pillsbury Company, 
the firm's oldest Minneapolis client. About five years later, 
on June 7, 1913, the second office of that firm was opened 
in Minneapolis. The St. Paul office was opened in 1962. 
In addition to serving Pillsbury for some 55 years in an 
audit capacity in the U.S. and more recently in foreign 
fields, the firm has been engaged for special assignments 
on acquisitions and important projects in the areas of taxes 
and management services. A unique project was the 1963 
Grand National Bakeoff for which the Minneapolis office, 
assisted by home economists, directed the judging of over 
75,000 entries. 
The Minneapolis office continued primarily as a service 
office for the Pillsbury account until 1921. At that time it 
had three clients other than Pillsbury, with totfil ar>""al 
billings of about $2,000! The initial growth of the office 
began in 1922. In the latter part of that year, tnrough 
business contacts with the investment banking firm of 
Lane, Piper, and Jaffray (now Piper, Jaffray & Hop wood 
and still a Minneapolis office client), the firm was engaged 
to make a special investigation of a small bus company in 
Northern Minnesota. This engagement led to a succession 
of investigations of other bus companies operating in all 
parts of the country. The amalgamation of these com-
panies became The Greyhound Corporation. In 1942, re-
sponsibility for the Greyhound audit was transferred to 
the Chicago office. 
In its 50th year, the Minneapolis office's audit and tax 
clients include large and small manufacturing companies, 
real estate operators, security dealers, eleemosynary insti-
tutions, banks and other financial organizations, coopera-
tives, fiduciaries, partnerships, and individuals. The 
concept of integrated services has long been practiced by 
this office as practically all larger clients have been served 
in tax and management services areas as well as auditing. 
Many of these clients are not publicly held or do not pub-
lish annual financial statements. However, among those 
issuing published financial statements, together with the 
year they were first served, are: The Pillsbury Company 
(1908) ; Piper, Jaffray & Hop wood, investment bankers 
(1922) ; Baker Properties, Inc., owner and operator of a 
major share of downtown office buildings and a resort in 
Florida (1926) ; Minneapolis Society of Fine Arts (1926); 
Title Insurance Company of Minnesota (1929) ; Minnesota 
and Ontario Paper Company (1933) ; J. M. Dain & Co., 
Inc., investment bankers (1934) ; Marquette Corporation, 
manufacturer of garage and service station equipment 
and distributor of home appliances (1935) ; Indianhead 
Truck Line, Inc., interstate petroleum and cargo carriers 
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(1948) ; St. Barnabas Hospital (1951) ; Asbury Methodist 
Hospital (1953) ;North Memorial Hospital (1954) ;Theo. 
Hamm Brewing Co. (1954) ; American Hoist & Derrick 
Co., manufacturer of crawler, truck locomotive, and re-
volver cranes, hoists, derricks and related items (1956) ; 
Telex, Inc., electronics (1956) ; Washington Scientific In-
dustries, Inc., precision tooling (1957) ; American Mon-
arch Corporation, electronics (1958); Farmers Union 
Grain Terminal Association and related companies, grain 
cooperative with operations in grain merchandising and 
storage, feed and soybean processing, retail lumber yards, 
etc. (1958) ; Minnesota Small Business Investment Com-
pany (1960) ; First Midwest Capital Corporation (1960) ; 
Timesavers, Inc., manufacturer of wide belt sanding 
machines (1961) ; Mammoth Industries, Inc., manufac-
turer of roof deck heating and air conditioning equip-
ment (1961); Tel-E-Lect Products, Inc., manufacturer 
of products for construction and maintenance of power 
transmission and telephone communications systems 
(1962); Scientific Computers, Inc., operation of com-
puter service bureaus (1962) ; Kalman & Company, Inc., 
investment bankers (1962); and Kinnco, Inc., security 
brokers (1963). 
The oldest Minneapolis employee in terms of service, 
Margaret Halvorson, was a rosy-cheeked girl with pigtails 
when she started work just six months after the office 
opened in 1913. "Marge", who retired in 1949 after 36 
All the Minneapolis partners, past and present, reading 
from left to right: Messrs. Beck, Pitt, Ostlund, Ludolph, 
Tang, and Bechert. 
Margaret Halvorson with the §oth anniversary 
cake. 
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years of service, still visits the office periodically and recalls 
with fondness her "boys" (some now also retired) who 
became partners or managers with the firm or important 
corporate officials. 
Between 1913 and 1921, the office had two resident 
managers, Edgar C. Salvesen and Gerald H. Drury, each 
for about four years. The office had a manager, two staff 
men, and one girl when William Bechert moved from 
New York to Minneapolis on December 3, 1921. Mr. 
Bechert, who became a partner in 1926, returned to 
New York in 1944 and retired in 1948. He and Mrs. 
Bechert now live in Newtown, Connecticut. 
George Ludolph, whose experience included public ac-
counting in his home town of Rochester, New York, and 
in the New York office of T N & Co., came to Minneapolis 
as a manager in 1926. He became a partner in 1935, and 
became partner in charge of the Minneapolis office in 
1944. Since becoming an advisory partner in 1958, most 
of his time is devoted to printmaking (etchings and wood-
cuts) and oil painting. He is the oldest student in the 
Minneapolis School of Art, and can be found most 
summers at his cabin on the north shore of Lake Superior 
where he is a member of the Grand Marais Art Colony. 
E. Palmer Tang, a native of North Dakota, started 
with the Minneapolis office upon graduation from the 
University of Minnesota in 1938. He became a partner 
Carl Pohlman, manager, 
and Palmer Tang, partner, 
discussing audit problems with 
John H. O'Connell, assistant 
controller, and Arthur H. 
Rixe, controller of The 
Pillsbury Company. 
Owen Herrmann and Allan 
Fonfara of the Marquette 
Corporation reviewing 
management service 
engagement with Kenneth 
Stocke (standing) and 
Kenneth Schuba of the 
management service 
department. 
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in 1955 and partner in charge of the Minneapolis office 
in 1957. He is a member of the Policy Group and the 
firm's Executive Committee. 
Rocky Mount, North Carolina, was the ancestral home 
of James F. Pitt. He came to Minneapolis as a revenue 
agent, then stayed on as a tax practitioner and as a partner 
in a local public accounting firm. He joined the Minne-
apolis-office early in 1956 and became a partner on 
September 1, 1956. 
In the 50th year, as the professional staff passed the 
50 mark, two more partners were admitted on September 
1, 1963—A. Clayton Ostlund, who joined the Minneapolis 
office as a junior in 1949, and J. Richard Beck, who 
transferred to Minneapolis in June 1961 after 12 years 
of experience in the Chicago office. 
During the rapid expansion of the latter part of the 
50's and early 60's, a number of staff men were transferred 
in from other offices and have added a cosmopolitan flavor 
to the Minneapolis office. Transfers in during this period 
include Mr. Beck, Richard Guinand, and Robert Zabel 
from Chicago; Kenneth Schuba, Clarence Holtze, and 
William Bailey from Milwaukee; Walter Tiffin from 
Detroit; Harold Klose from Pittsburgh; and Robert 
Mooney from Seattle. Staff members who had experience 
in other offices either under the internship program or 
otherwise include Robert Smitten, Los Angeles; Dowlan 
Einar Ross, manager of the 
St. Paul office, discussing 
problems with William Nelson, 
head of the tax department 
in St. Paul. 
Tax discussion (left to right) 
James Pitt, James Ascher, 
John McFarland, William 
Nelson, and Robert Mooney. 
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Nelson and Robert Lund, San Francisco; and Barton 
Burns, Milwaukee. Dow Nelson is now on a two-year tour 
with the Management Services Department in Detroit. 
Minneapolis partners and staff men have long been 
active in professional organizations both locally and on 
the national scene. George Ludolph, James F. Pitt, and 
E. Palmer Tang have been presidents of the Minnesota 
Society of Certified Public Accountants as well as John 
H. O'Connell, who was with the firm 16 years before 
joining Pillsbury. Mr. Pitt was also on the Minnesota 
State Board of Accountancy for six years. After a number 
of other committee posts in the American Institute of 
Certified Public Accountants, Mr. Pitt is now serving on 
its Ethics Committee and Mr. Tang on its Executive 
Committee and as a member of Council. About 25 CPA's 
in the Minneapolis and St. Paul offices are active in 
committee work with the Minnesota Society. 
Carl Pohlman, a manager, is now serving as vice presi-
dent of the Minneapolis Chapter of the National Associa-
tion of Accountants. Mr. Tang is a past president. 
Delwyn Olson, presently a director of the Minneapolis 
Jaycees, and Mr. Ostlund, former treasurer, have been 
very active in that organization. 
Many others have contributed generously of time and 
energy to church, Chamber of Commerce, Junior Achieve-
ment, United Fund, and like organizations under the 
traditional policy of community service. 
Many clients have called upon the Minneapolis office 
to supply accounting talent to their organizations. J. Irl 
Beatty, who came to the Minneapolis office in 1923 from 
St. Louis, where he had worked as a junior with Henry E. 
Mendes (a retired partner who died in 1963) and Wil-
liam Waggoner (who retired as a TRB&S partner in 
1957), left the firm in 1926 to join Pillsbury where he 
advanced to financial vice president prior to his retire-
ment to California in 1959. Others who left to join Pills-
bury include Arthur H. Rixe, now controller; John 
H. O'Connell, now assistant controller; Austin Wilson; 
Kenneth Maplesden; and Norman Sanders. Greyhound 
became the employer of Od R. Skeie, Robert Phillips, and 
Walter Moore, who was controller of that company prior 
to his retirement. Clifford W. Anderson, after 11 years 
with the firm, became an officer of the related National 
City Lines. 
Other alumni who have risen to prominent positions 
in the business world are: Harry Moberg, vice president 
of American Hoist & Derrick Company; Roy Moberg, 
vice president and treasurer of Thorpe Brothers, Inc.; 
Paul Wernicke, controller of Minneapolis Honeywell 
Regulator Co.; Robert Diercks, secretary and treasurer 
of S. T. McKnight Company; Logan R. Beisner, vice 
president, treasurer, and assistant secretary of Quality 
Park Envelope Co.; Robert H. Gastler, vice president, 
secretary, and treasurer of Hancock-Nelson Mercantile 
Company; James D. Jensen, treasurer and controller of 
Hart Carter Company; Kenneth R. Parker, controller of 
Farmers Produce Company of Willmar, Minn.; Robert 
Zabel, controller of Farmers Union Grain Terminal As-
sociation; Bernard E. Kinney, treasurer of Washington 
Scientific Industries, Inc.; Robert L. Baker, controller of 
Title Insurance Company of Minnesota; Robert Swan-
son, tax manager of Worthington Corporation; Marvel 
Paulson, controller of Metallurgical, Inc.; William Kalina, 
secretary, Simon-Carter Company; Ronald Link, con-
troller of The Gelco Corporation; Barton Burns, tax 
counsel for North American Life and Casualty Co.; 
Walter Tiffin, controller of Fidelity Securities and 
Investment Co. and related companies; Allan Fonfara— 
auditor, Owen Herrmann—chief accountant, and Frank 
Schutta—cost accountant of Marquette Corporation; 
Bruce Lloyd, president of the Heron Lake State Bank; 
Richard Tanquist and John Chandler of Fingerhut 
Manufacturing Co. discussing tax problem with James 
Pitt in his office. 
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Ernest Neuman, accountant and auditor for the Federal 
government; Raymond Norell, accountant at the Minne-
apolis Star Tribune; John H. Chandler—treasurer of 
Fingerhut Manufacturing Co.; Robert Hovelson, an of-
ficer of a subsidiary of Baker Properties, Inc.; Robert 
Smitten, chief accountant for LaMaur Inc. ; James Flaa, 
controller of American Monarch Corporation; Horace 
Leighton, office manager of Suburban Ready Mix, Inc. ; 
Bruce Thompson, treasurer of Pemton, Inc. ; Robert 
Gurske, controller of Superior Plating, Inc.; Charles Ego, 
president or general manager of several companies; Paul 
R. Thatcher, president of Interoceanic Commodities Cor-
poration; Harold Klose, controller of Schlampp & Son, 
Incorporated; and Clarence Kuntz, the oldest known 
staff alumnus (1923-1924) who is now a manufacturer's 
representative and a tax client. 
Each year the Minneapolis office holds a Christmas 
reunion where alumni talk over old times and renew 
acquaintances with colleagues who have stayed in the 
Minneapolis office. These include Ingvar Aaseng, man-
ager, 21 years; Alice Carlson and Charlotte Stewart, 15 
years. 
During its 50 years the office has been located in three 
buildings. Originally located in the McKnight Building, 
the office was moved to the Rand Tower in 1956. After 
several expansions, it occupied an entire floor in that 
building before the move in 1963 to expanded space in 
the new Northstar Center, a 25-million-dollar complex 
consisting of office buildings, restaurants, a motel, and a 
parking ramp located in the center of the Minneapolis 
business district. 
The St. Paul office, which was opened on September 1, 
1962 with Einar Ross as manager, is located in the new 
Degree of Honor Building. 
This then is the first fifty years in Minneapolis and the 
sister city of St. Paul, serving Minnesota, North and 
South Dakota, and portions of Montana, Wisconsin, and 
Iowa. It is a story of clients, partners, and staff, each of 
whom has contributed to a half-century of progress. 
Progress, however, is a dynamic thing and 50 years a 
milestone. With due respect for the past, the Minneapolis 
office looks forward with even more anticipation to the 
exciting future. Present work in such areas as work 
measurement, profitability accounting, computer studies, 
selective inventory management, and other facets of the 
firm's ever-expanding capabilities herald new horizons for 
exploration and new opportunities for service—building 
always on the basic philosophy that a job well done 
enhances the individual, the office, and So the firm 
reputation. 
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Guideline Depreciation 
Revenue Procedure 62-21 
u NTIL T H E PROMULGATION of Revenue Procedure 62-21, 
revenue agents examined depreciation deductions based 
upon facts and circumstances which could be demon-
strated by taxpayers in support of their useful lives. In 
the absence of valid support, agents could fall back on 
Bulletin F to determine an appropriate life. The Bulletin, 
however, had not been revised since 1942 and did not 
reflect current obsolescence and usage rates. The new 
Revenue Procedure is a result of the Treasury's efforts 
to update Bulletin F. 
Under the guideline procedure, classes of assets are 
generally subject to depreciation by industry rather than 
by the nature of the property, as under Bulletin F. Thus, 
the same electric drill would have a guideline life of 18 
years if used in the production of ferrous metals and a 
guideline life of 8 years if used in producing electronic 
equipment. No important changes have been made in the 
useful lives of buildings except that the procedure requires 
building components (which, heretofore, had been depre-
ciated separately from the buildings on a shorter life) to 
be included as part of the building and depreciated over 
the longer building life. 
Rev. Proc. 62-21 is effective for all tax returns filed on 
or after July 12, 1962. The general rules provide that 
assets are to be categorized by classes and a class life 
determined in accordance with technical rules set forth in 
Section 4 of the procedure and in Technical Information 
Release (TIR) 399. If the class life used is greater than 
or equal to the guideline life for a particular class of 
assets, no adjustments to useful life may be made by an 
examining agent for the first three years to which the 
procedure applies (not necessarily the same as the first 
three years to which the taxpayer applies the procedure), 
and the taxpayer will also get the benefits of the transition 
rule discussed below. In using guideline lives or longer, 
the taxpayer is entitled to three years of undisturbed 
depreciation followed by, at worst, a 25% lengthening of 
life with the use of this lengthened life for an additional 
undisturbed three years. At best, the use of guideline lives 
will entitle the taxpayer to continue computing deprecia-
tion for an indefinite period of time on the lives selected, 
as long as retirement and replacement practices are in 
accord with depreciation policies. 
Where the class life used is less than the guideline life, 
the taxpayer will not automatically obtain the benefit of 
the original three-year "holiday". However, both the 
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transition rule and "holiday" benefits will be available if 
one of the following exceptions can be satisfied: 
1. The class life is greater than or equal to that used 
in the immediately preceding year, and has been used for 
approximately one-half the past class life; 
2. The class life is less than that used in the preceding 
year but the preceding year's life has been used for at least 
one-half of that life; the reserve ratio (discussed below) 
is less than the lower limit of the appropriate range (based 
on the current year's life) ; and the life used is not less 
than that justified in the Adjustment Table of the Reve-
nue Procedure; 
3. The taxpayer can justify his less-than-guideline life 
on the basis of other facts and circumstances (it should be 
noted that this will be the only test available to new tax-
payers or where a new guideline class is established for an 
existing taxpayer, inasmuch as the reserve ratio test is not 
meaningful under these circumstances). 
The one other situation where a less-than-guideline life 
may be utilized by a taxpayer is where the life has been 
previously justified on IRS audit. Such justification will 
not be considered to have occurred unless the depreciable 
lives used by the taxpayer have been actually examined 
by Gerald W. Padwe 
Gerald W. Padwe's article is based on a speech he gave at 
the University of Florida, a presentation sponsored by the 
Florida Institute of CPAs. 
Mr. Padwe, supervisor in the New York office tax depart-
ment, graduated from Williams College in 1954 and re-
ceived his M.B.A. and LL.B. from the University of 
Michigan in 1958. He joined TRB&S that same year. He 
is a member of the New York Bar Association, the Amer-
ican Institute of CPAs and the New York State Society. 
and the findings of the agent included in his report. 
Failure to examine depreciation, or leaving it undisturbed 
and unreported as part of a compromise settlement, will 
not be considered as justification of useful life on audit. 
Because a previously justified life may be used initially 
for at least three years without being disturbed, taxpayers 
may encounter arguments from revenue agents, for open 
years prior to the promulgation of the procedure, that 
useful lives should be extended to at least the guideline 
life so that the "justified lives" exception will not be 
available (in fact, cases have already arisen where an 
examining agent has attempted to impose "penalty" lives 
for open years in order to get back in advance some por-
tion of the benefits that will have to be given up by the 
IRS during the first three years of the guideline proce-
dure) . Taxpayers whose less-than-guideline lives face 
lengthening by the Service may be well advised to permit 
the extension to guideline lives (if they will not fall within 
one of the exceptions) in order to ensure that they will 
obtain not only the three-year holiday but also the transi-
tion rule benefits, which may be substantial. Obviously, 
the position taken will depend on how much would be 
given up by lengthening of depreciable lives, as well as on 
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other benefits of the procedure which might be lost if the 
transition rule provisions were not applicable. 
Reserve Ratio Test: 
In order to prevent taxpayers from arbitrary and in-
definite use of guideline lives where replacement practices 
are not in accord with the lives used, the Treasury Depart-
ment has formalized a reserve ratio test which applies 
objective standards to the depreciation and retirement 
practices of the taxpayer. Although practitioners may feel 
that familiarity with all the details of this test is not re-
quired until 1965 (because ordinarily the first three years 
will be unchallenged), knowledge of the theory behind 
the test makes possible advance preparation for the 
approach which may have to be taken with an agent if 
a client fails to meet the test after the third year. Further, 
for clients using less-than-guideline lives (unless subject to 
one of the exceptions mentioned above) the reserve ratio 
test will have to be met even in the first year of the 
procedure. 
The reserve ratio is merely the ratio of the allowance 
for depreciation in a given class to the cost of the assets 
in that class. Because a high ratio indicates rapid deprecia-
tion (with the corollary requirement of rapid replace-
ment) , it will be the taxpayer's objective to keep the ratio 
as low as possible. 
The test is based on a theoretically stabilized account, 
with adjustments made for growth within the account. 
Thus, assuming for simplicity a ten-year straight line ac-
count, with additions at the rate of $100 a year and 
retirements at the end of ten years, an analysis of the 
account at the end of a given ten-year period would show 
a $1,000 balance, of which 10% has been added and 
another 10% retired in each of the past 10 years. Assum-
ing one-half year depreciation in the years of addition 
and retirement, it may be calculated that the accumulated 
depreciation in the account is $500 and that the reserve 
ratio, therefore, equals .500 (which is exactly in accord 
with the figures shown by the reserve ratio table in the 
Revenue Procedure). The taxpayer, in making the test, 
compares his reserve ratio with a range set forth in the 
appropriate table of the procedure and, as long as his 
ratio falls within the acceptable range, he has met the test 
for the particular asset class. However, the test is based 
on all assets in use, including those which are fully depre-
ciated. Therefore, in computing the ratio, the reserve and 
cost of fully depreciated assets still in use must be added 
to the numerator and denominator of the fraction. Be-
cause the addition of the same amount to numerator and 
denominator increases the ratio, the inclusion of fully 
depreciated assets works to the detriment of the taxpayer. 
It should be noted that it is not necessary to take sal-
vage value into account in computing the depreciation 
under the procedure inasmuch as failure to recognize 
salvage will result in a higher depreciation deduction and 
a consequent higher reserve ratio. Thus, the test has a 
built-in safeguard against the failure to recognize salvage. 
The reserve ratio tables are adjusted for different 
methods of depreciation, for different depreciable lives, 
and for different growth factors. The theoretical growth 
factor is the average growth, compounded annually, over 
the period of the class life. 
Because both the rate of growth and the reserve ratio 
are based on averages, there may be some distortion in 
the application of the reserve ratio test to any given set 
of facts. For this reason, it is important to be aware of 
unusually heavy acquisitions or dispositions over the 
course of the period governed by the Revenue Procedure 
— particularly in the year under examination or one class 
life earlier. Should a taxpayer fail to meet the reserve 
ratio test, and if an agent can be shown that the test 
would have been met but for the effect of a given year's 
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unusual acquisitions or retirements on the ratio, he may 
well be able to justify the class life used under the "other 
facts and circumstances" test. 
Should the taxpayer fail to meet the reserve ratio test 
for any year in which he is required to substantiate his 
useful lives, he will still be permitted to continue the use 
of the class life if he falls under the transition rule or if he 
can justify his life based on other facts and circumstances. 
If these two exceptions fail, he will then be faced with a 
lengthening of his class life in accordance with the Adjust-
ment Table provided as part of the Revenue Procedure. 
This lengthening is generally 25% of the class life which 
has been used. 
Transition Rule: 
For taxpayers coming within Rev. Proc. 62-21, the re-
serve ratio test is considered met for the first three years 
after the promulgation of the procedure; i.e., no matter 
how large is the excess of the taxpayer's reserve ratio over 
the top limit of the appropriate range, the taxpayer's use-
ful lives will not be disturbed during the first three years to 
which the procedure applies. Following the three-year 
holiday, if the reserve ratio for a given asset class is not 
within the proper range, useful lives will nevertheless not 
be disturbed as long as the excess of the ratio over the top 
limit of the appropriate range is less than it was in any 
of the three prior years. As can be seen by hypothesizing 
figures for a period of years in which this test is met, the 
result of the transition rule is to require a constant move-
ment of the reserve ratio toward the appropriate range. 
Unfortunately, some taxpayers and writers have misin-
terpreted the test set forth above by stating that the transi-
tion rule is met if the reserve ratio in the fourth year is 
less than it was in any of the three preceding years. The 
following table illustrates the distinction that must be 
drawn to meet the transition rule. 
Year 
1 
2 
3 
4 
Top Limit 
54 
55 
56 
54 
Ratio 
58 
58 
60 
59 
Despite the fact that the reserve ratio in year 4 is less 
than that for year 3, the transition rule is not met inas-
much as the excess of the ratio over the top limit of the 
appropriate range is four in the 1st year, three in the 2nd 
year, four in the 3rd year, and five in the 4th year. The 
excess in year 4 is not less than it was in any of the three 
preceding years. 
Where the transition rule is met by "trending" in the 
proper direction, the taxpayer may continue to compute 
depreciation on his useful life up to a period of one class 
life, including the three-year holiday. At the end of one 
class life, he must be absolutely within the appropriate 
reserve ratio range. 
Failure to meet the transition rule will, as mentioned 
above, require the upward adjustment of useful life by 
25% if the taxpayer cannot justify his life using other 
facts and circumstances. The lengthening of useful life, 
however, does not terminate the application of the transi-
tion rule. Where the life is lengthened in accordance with 
the Adjustment Table, it cannot then be lengthened again 
unless the excess of the reserve ratio over the top limit of 
the appropriate range "continues to increase for a period 
of at least three years." This quotation from the Revenue 
Procedure raises certain problems of interpretation, such 
as what is contemplated by the term "continues to in-
crease." If the excess over the top limit is 4, 4, and 4 in 
three successive years, will this mean that the transition 
rule is met because there is no increase? Is there a guar-
antee that a taxpayer may be constantly over the top 
limit of the appropriate range following the lengthening 
of useful life and be able to maintain this excess for the 
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balance of his class life? Further, in considering a "period 
of three years," must the three years be consecutive in 
order to have a "period," so that if there is an increase 
for two years, a decrease in the third, followed by an 
increase in the next two, would this set of circumstances 
meet the transition rule because there has been no 
"period" of three successive years in which there was an 
increase? The solutions to these questions will probably 
have to await additional pronouncements by the Treasury 
Department. 
Where a taxpayer has been replacing and retiring fixed 
assets substantially more slowly than he has been depre-
ciating them, it is inevitable that he will eventually fail 
to meet the transition rule even after the initial 25% 
lengthening of life by the Internal Revenue Service. At 
such time, the Revenue Procedure terminates with respect 
to the class of assets involved and the taxpayer will have 
no alternative but to justify his useful life on the basis 
of all facts and circumstances. 
At this point, it might be appropriate to consider the 
planning which may be done on behalf of clients in order 
to avoid the termination of the Revenue Procedure for as 
long a period as possible. The most important single step 
which may be taken is the deferral of programmed sales 
until the year after the holiday period expires—generally, 
the fourth year of the procedure. Then, where sales are 
made, assets should be sold first which are depreciated 
to the greatest extent, so that, ideally, the assets sold will 
be fully depreciated. Since sales of fully depreciated assets 
will remove the same number from the numerator and 
denominator of the reserve ratio, they will, automatically, 
reduce the ratio for the year. Further, the sale of these 
assets will also reduce the taxpayer's rate of growth for 
the year which, by the operation of the tables, increases 
the reserve ratio range allowable to the taxpayer. Thus, 
in one transaction the taxpayer has affected two factors 
(both of which are in his favor) in applying the reserve 
ratio test. 
An alternative possibility, where the taxpayer feels the 
need of retaining the use of the particular assets, would 
be to sell the assets to a leasing company and lease them 
back. While the gain (for sales of tangible personal prop-
erty) would be ordinary income to the extent of post-1961 
depreciation, the reserve ratio situation will be improved, 
the taxpayer will still have the use of the assets, and 
future deductions will be allowable for their rental. 
Tax advisors could suggest at an appropriate point the 
voluntary upward adjustment of useful lives in years after 
the first lengthening of life by the IRS under the transi-
tion rule. Such lengthening will bring the ratio closer to 
the top limit and continue the transition rule in effect. 
Finally, T I R 516 provides that the Service will recognize 
"temporary retirements" and exclude them from the re-
serve ratio test where assets are retired for a period of 
non-usage and depreciation on them is not taken. Despite 
the loss, for a short time, of current depreciation deduc-
tions, a taxpayer may be saving greater amounts on assets 
still in use by ensuring the continuation of the transition 
rule for the remaining assets. A caveat is doubtless in order 
to the effect that the temporary retirement discussion of 
T I R 516 should not be construed as an invitation to tax-
payers to continually move assets into and out of the 
"retired" area. The T I R states that it is expected that 
such temporary retirements will be small and not of sig-
nificance in applying the reserve ratio test. I t seems clear 
that the Service will take a fairly strict approach as to 
what assets are temporarily retired. 
It would also appear to be at least arguable that a 
voluntary upward revision before the IRS lengthens the 
class life could have two beneficial effects: first, the tran-
sition rule might be met and continued with an upward 
revision of less than 25%; and second, that because the 
voluntary revision enables the taxpayer to remain within 
the transition rule part of the Revenue Procedure (and, 
therefore, outside of the Adjustment Table pa r t ) , a suc-
ceeding year adjustment by the IRS will be limited to 
25% and the taxpayer will, at that point, be entitled to an 
additional three years. 
The Role of Composite Accounting: 
The preceding discussion, while applicable generally to 
all methods of accounting for depreciable assets, has been 
predicated on assumptions considering only what will be 
referred to in this article as "item" accounts. These ac-
counts require depreciation computations based on either 
individual assets or so-called "lapse schedules." (The latter 
refers to a grouping of assets by year of acquisition and the 
depreciation of each year's acquisitions over the average 
useful life of the asset class, as if the entire group was one 
item. Thus, using an eight-year life, the total cost of all 
assets acquired in 1957 will be depreciated as a single 
item through the year 1964, at which point no further 
depreciation will be taken on them. Under this conven-
tion, it is not necessary to adjust the depreciation de-
duction for assets retired or abandoned, inasmuch as no 
further depreciation will be taken after the eighth year 
even for assets which are still on hand and being used.) 
While lapse schedule accounts are not, technically, item 
accounts, they shall be considered with item accounts for 
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purposes of this discussion, in order to distinguish them 
from composite accounts. 
Where a taxpayer adopts the use of composite account-
ing as opposed to item accounting for depreciable assets, 
he may obtain certain substantial additional benefits from 
the guideline revenue procedure (the rules laid down by 
the procedure provide that election of a composite method 
of accounting is not considered a change of accounting 
method which would require permission of the Commis-
sioner, and may be made merely by its use on the tax 
re turn) . Under composite accounting, the taxpayer will 
group all assets in a given class into one or more pools, 
disregarding entirely the year of acquisition and whether 
or not the asset is considered to be fully depreciated for 
book or tax purposes. The procedure is quite liberal in 
permitting the taxpayer to determine his composite 
groups; as long as only one asset class is being considered, 
grouping may be for the entire class, or separate groups 
may be made for straight-line and accelerated method 
assets, etc. The theory behind the composite account is 
that an average useful life is selected for the items within 
the account, with that average life then applied to the 
total cost of the items in the account. Thus, at any given 
time, the account should have items in it which have not 
been depreciated in full (that is, having a longer useful 
item life than the average life used) as well as items which 
have a shorter useful life than the average life used with 
the result that they would be fully depreciated if item 
accounting were being employed. General accounting 
rules are not, theoretically, distorted by the use of com-
posite accounting; the entire composite account is merely 
treated as one asset in applying these rules. For theoretical 
justification, it would seem that the only basis on which 
composite accounting would be subject to the same con-
sequences as item accounting would be in a so-called 
"closed account": one where the account was not subject 
Lo future additions. Actually, the ability to add future 
acquisitions to the composite account is what makes this 
method of accounting so advantageous in the application 
of the guideline procedure. 
In the case of many taxpayers, it is not uncommon that 
they will have assets still in use which have been fully 
depreciated for book and tax purposes and which, in fact, 
may have been actually written off the books. As has been 
noted above, the procedure requires that such fully depre-
ciated assets be reinstated when the reserve ratio test is 
applied (even under item accounting) — a n d this rein-
statement will be to the detriment of the taxpayer as the 
addition of the same figure to both the numerator and 
denominator of the ratio will increase it. Using composite 
accounting, however, these assets will also be added back 
for purposes of computing the depreciation deduction, 
because no individual items within such an account can 
be considered fully depreciated. The account itself must 
be depreciated in full before any asset within it ceases to 
have depreciation taken on it. The supplementary ques-
tions to Revenue Procedure 62-21 make it quite clear that 
the Service will recognize and accept the inclusion of 
assets which would be fully depreciated on an item method 
as part of the depreciable base in a composite account. 
To demonstrate the advantage of composite account-
ing, consider the following example: 
Annual 
Depreci-
Asset Reserve ation 
Item Account Assets 
(15 yr. life) $ 900,000 $ 400,000 $ 60,000 
Fully depreciated 
assets' 600,000 600,000 — 
Composite Account $1,500,000 $1,000,000 $100,000 
Thus, for a taxpayer having a substantial amount of fully 
depreciated assets still in use, the utilization of composite 
accounting has enabled him to greatly increase the annual 
depreciation. It must be noted that in no way does this 
accounting method entitle the taxpayer to more accumu-
lated depreciation than he would have obtained on an 
item method; in the example above, the taxpayer may 
take only $500,000 additional depreciation before the 
account is fully depreciated, whichever method he uses. 
The composite account does enable him to accelerate the 
taking of depreciation deductions. In addition, the ability 
of the taxpayer to add to the composite account means 
that he will be able to write off the cost of future plant 
added to the account much faster than he would have 
been able to under item accounting — in some instances, 
the initial advantage could be greater than it would have 
been the first year or two of double declining balance or 
sum of the years-digits depreciation. 
The advantages of composite accounting may be ob-
tained only under certain circumstances (lapse schedule 
depreciation, though reflecting composite accounts by 
year of acquisition, is not considered to be composite 
accounting for purposes of the Revenue Procedure). The 
greatest benefit generally will be derived if straight-line 
depreciation is used for the account, as described in 
the above example, because the computation is based on 
the asset cost. Where declining balance depreciation is 
used, no advantage may be obtained from composite 
accounting (except for the ease of calculating the annual 
depreciation), as depreciation is computed on the net 
book value (after reducing cost by the accumulated 
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depreciation), and no matter how many fully depreci-
ated assets are on hand the same amount is first added 
and then subtracted in deriving the depreciable base. 
Where sum of the years-digits depreciation is used, some 
benefit may be derived as long as the assets are all 
grouped in one account and the "remaining life" SYD 
method is employed (see Income Tax Regulation Sec-
tion 1.167(b)-3(b) (2) for examples of computations 
based on this method) . Most taxpayers using the SYD 
method group assets by years of acquisition, which will 
defeat any composite accounting advantage. If the re-
maining life method is used, even though depreciation 
is computed on the net book value (including fully de-
preciated assets), the addition of the fully depreciated 
items will give a somewhat shorter remaining life. How-
ever, because of the more cumbersome calculations and 
the generally greater benefits of straight line composite 
accounting, it is questionable whether many taxpayers 
will adopt the SYD method. 
A major problem in obtaining the advantages of com-
posite accounting will be the determination of fully 
depreciated assets which are still in use. Unless this in-
formation is available and submitted to the Service, an 
examining agent is likely to take the position that the 
taxpayer has not complied with the requirements of the 
procedure. For taxpayers maintaining current plant sub-
sidiary ledgers, it may be desirable to inventory the entire 
plant and equipment and tie in the individual assets to 
plant ledger cards. An alternative, where plant records 
have not been properly maintained, would be the use of 
statistical sampling, but the IRS has indicated that they 
will scrutinize the sampling techniques with some rigidity 
to ascertain that the methods used are proper. 
A taxpayer using lapse schedules, who is not able to 
determine the amount of fully depreciated assets still in 
use (a not uncommon occurrence with retailers), will be 
considered to meet the procedure requirements if he can 
prove that fully depreciated assets on hand were greater 
than those which had been retired or sold before the end 
of their useful lives, but were still being depreciated 
under the lapse schedule method. This would be con-
sidered by the Service as a demonstration that less depre-
ciation was being taken under guidelines than under 
lapse accounting. The taxpayer would not be able to 
include the fully depreciated assets in his depreciation 
base, but he would at least obtain the lower guideline 
rates. 
The reverse problem arises where a taxpayer main-
tains item accounts: it will be necessary for him to show 
that a fully depreciated asset has actually been retired 
from use so that he will not need to include it in making 
the reserve ratio test. A question for future determination 
will be when an asset is actually retired from use. Will it 
be enough if the asset is put on a "standby" basis? Based 
on the "temporary retirement" discussion of T I R 516, it 
may be possible to answer this question in the affirmative. 
Inasmuch as a composite account itself may not be 
depreciated beyond the aggregate cost of all assets con-
tained therein, it will be necessary to maintain it as an 
"open" composite account. Otherwise, while current 
advantage may be obtained from the use of the fully 
depreciated assets in the depreciation base, this advan-
tage will rapidly disappear. However, by continuing to 
add new acquisitions to the composite account, (prefer-
ably straight line) a greatly accelerated write-off may 
be obtained. In connection with this point, practitioners 
should not lose sight of the one-time election that has 
been granted all taxpayers under Code Section 167(e), 
by which tangible personal property being depreciated 
under any accelerated method may be switched over to 
straight line depreciation without obtaining permission of 
the Service. This election is available only for the first 
taxable year beginning after December 31, 1962. Because 
a taxpayer maintaining one class of assets in two com-
posite accounts—one straight line and the other sum of 
the years—digits—will be considered to have two ac-
counts for purposes of the Revenue Procedure, considera-
tion should be given to switching the SYD accounts to 
straight line under the election granted by Section 167 (e) 
in order to have only one account subject to composite 
depreciation. At such time as the IRS is successful in 
lengthening his lives under the "other facts and circum-
stances" test, he may then return to electing accelerated 
depreciation for subsequent years. 
An additional advantage to be gained from the use of 
composite accounting is that Treasury regulations permit 
the deferral of gain on disposition of depreciable prop-
erty where composite accounts are maintained. This, of 
course, is inherent in the treatment of a composite ac-
count as one account instead of many separate items — 
the gain, theoretically, should not be recognized until 
such time as the account is disposed of. Again, the theo-
retical argument contains a flaw due to the ability to 
continue adding items to the account so that it may never 
be entirely eliminated. 
The deferral of gain or loss on disposal of assets is 
accomplished, under the regulations, by consistently 
charging the cost and crediting sales proceeds for each 
year to the reserve for depreciation. By using this method, 
the net effect is actually to charge the loss or credit the 
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gain to the depreciation reserve instead of to a revenue 
or expense account. In view of the application of Code 
Section 1245 (requiring recognition of gain to be ordi-
nary income to the extent of post-1961 depreciation), 
the ability to defer recognition of the gain becomes even 
more attractive after 1962 than it had been previously. 
The_deferral of gain on sale is not without its draw-
backs. To the extent of gain the accumulated depreciation 
increases, thus reducing the amount of depreciation re-
maining to be taken in the composite account. Further, 
where there is a gain, the reserve ratio will also be higher, 
since adding the gain to the depreciation reserve will 
increase the numerator of the ratio while decreasing 
the denominator (some offset against this increase is 
obtained by a reduction of the growth rate with a corre-
sponding rise in the acceptable reserve ratio range). An 
additional limitation will become evident at the time that 
a composite account is actually closed out (which may be 
a number of years in the future), whether from discontin-
uation of a line of business or from the depreciation 
deductions overtaking the asset cost in the account. At 
that time, any gain which has been deferred and must now 
be recognized will be reportable as ordinary income to 
the extent of post-1961 depreciation. Where the account 
contains assets which have been acquired long before 
1962, the determination of post-1961 depreciation is likely 
to become extremely difficult. Further, the Internal Rev-
enue Service will argue that the "additional" deprecia-
tion on the fully depreciated assets is all post-1961 
depreciation and subject to ordinary income rates to the 
extent of the deferred gain. This, of course, will be a large 
part of the depreciation that makes it so advantageous to 
go onto a composite guideline basis, so that a taxpayer 
might find himself having to pay back in one lump sum 
the benefits he has accrued over the period of time that 
he has used the Revenue Procedure. Even so, he will have 
obtained a substantial interest-free loan from the govern-
ment for that period. 
In summary, it may be concluded that the new Revenue 
Procedure is a valuable tool for obtaining greatly accel-
erated depreciation by taxpayers. While each taxpayer 
will have to evaluate his individual status under the new 
guideline rules, and while some taxpayers will doubtless 
find that procedure does not afford them any significant 
advantage, a large number of taxpayers will discover that 
substantial tax deferral is permitted by use of the guide-
lines, and some (having large amounts of fully depreci-
ated assets still in use) will find that the advantages to be 
gained from composite guideline depreciation can be even 
greater than the initial advantage from an accelerated 
method of depreciation under Code Section 167(b). 
There is no question but that taxpayers seeking the 
advantages of Revenue Procedure 62-21 will be faced 
with the corresponding responsibility of improving and 
maintaining retirement records in such a manner that 
they will not be subject to successful challenge by the 
Internal Revenue Service. Without valid retirement rec-
ords, taxpayers may well find themselves entitled not even 
to the three-year holiday under the Revenue Procedure, 
and certainly they will have great difficulty in obtaining 
the advantages of composite accounts. I t should be noted 
as a corollary that valid retirement records will also be 
required under the investment credit sections of the 
Internal Revenue Code in order to account properly for 
early dispositions and retirements of assets on which an 
investment credit has been claimed. 
In addition, practitioners should not consider the guide-
lines as merely the possibility of obtaining freedom from 
examination of depreciation practices for three years. The 
guidelines, when properly applied, and when juxtaposed 
with strategically timed acquisitions and dispositions, will 
provide many taxpayers with the use of shorter depreci-
able lives for the period of the full class life. At worst, a 
taxpayer not using less-than-guideline lives will be entitled 
to a three-year holiday with an additional three-year 
period using a 25% extended life. Even should the tax 
savings be required to be paid back to the government by 
the use of penalty lives in years following the end of the 
Revenue Procedure, he will have obtained a substantial 
interest-free loan from the government for a period of six 
years or more. This, alone, is a benefit which should not 
be considered lightly. 
Finally, it should be pointed out that the Revenue Pro-
cedure does not have the sanction of statute. It is only an 
the provisions of the investment credit sections, the pro-
cedure does not have the sanction of law. I t is only an 
administrative interpretation of the Treasury Depart-
ment, which may be revoked by the department at any 
time. While it is highly unlikely that the Treasury would 
entirely revoke the procedure (particularly after all of the 
publicity given to i t ) , it must be recognized that loophole 
closing would not require action by Congress to be imple-
mented. Further, during the period of the procedure, the 
Internal Revenue Service will be accumulating informa-
tion with respect to the fixed asset practices of taxpayers 
which had not been previously made available to it. 
At the time the procedure comes to its conclusion with 
respect to a given class of assets, the Service will be fully 
armed in determining the useful lives to be imposed upon 
a taxpayer based upon other facts and circumstances. 
M A R C H , 1 9 6 4 27 
A N N U A L REPORTS are attracting more attention today 
than ever before. This is not surprising when one considers 
the magnitude of the business expansion that has been 
taking place across the country, both in the number of 
new businesses and in the size of existing ones. Not only 
are there more shareholders or owners vitally concerned 
with the progress of the business concerns in which they 
have a financial stake, but there is an ever-increasing 
number of other persons whose livelihood is connected 
in one way or another with the success of particular com-
panies. There is also the fast-expanding group of analysts, 
brokers and dealers who are continually reviewing and 
assessing the progress being made by business concerns in 
order to be sufficiently informed to advise on investments. 
Mounting Demand for Informative Reports 
All these interested persons are looking more and more 
to the annual reports of business concerns for results and 
trends of operations and for information on future plans. 
The requirements of these persons vary considerably as 
regards the extent of detailed information they would 
like to have included in annual reports. They are all 
anxious to be well informed, however, and are becoming 
increasingly vocal in expressing their views on the short-
comings of annual reports in such areas as financial 
presentation, uniformity in the application of accounting 
principles, and management reporting in general. 
If the particular requirements of the readers of annual 
reports are to be fully met, it seems obvious that a con-
siderable amount of advance planning is necessary. I t is 
the purpose of this article to review how the job of 
preparing a good annual report should be tackled and 
what material should be included. It has already been said 
John B. Wight of our Montreal office was admitted to 
partnership in the firm in 1957. He graduated from 
McGill University in 1947 with a Bachelor of Commerce 
degree, and in 1950 was admitted to the Institute of 
Chartered Accountants of Quebec. He joined P. S. Ross 
and Sons in 1953. In addition to his writing, Mr. Wight 
is active in many community activities, including work 
with University Graduates as well as with churches and 
charitable organizations. 
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Preparing 
a good 
Annual Report 
that there are various groups of readers who have an 
interest in the annual reports of business concerns; these 
groups may be broken down as follows: 
(1) Employees. As more and more employees acquire 
shares in the companies for which they work, and since 
their job security is dependent on the profitability of their 
employers, it is natural that the results of the year will be 
of special interest to them. 
(2) Labor unions. The activities and operations of 
companies that provide employment to their members 
are of continuing interest to labor unions. Annual reports 
enable labor unions to better interpret these activities and 
operations for their members. 
(3) Customers. As customers have become more 
numerous and widespread, companies (especially those in 
the consumer products field) have devoted themselves 
more and more to preparing elaborate and attractive 
annual reports which illustrate and describe their products 
and generally show interest in the affairs of their 
customers. 
(4) Credit grantors (which would include bankers). 
(5) Investment analysts. Probably no group has shown 
as much interest in recent years in company annual 
reports as have the investment analysts. While this and 
other groups have access to other sources of information 
on company activities and operations, annual reports are 
nevertheless looked upon as an extremely important 
source, one which brings a company's record up to date. 
Format of Reports Has Changed 
Company annual reports, supplemented by interim 
statements, provide the chief means by which shareholders 
and others are kept informed of the activities and opera-
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tions of companies in which they are interested. Indi-
vidual investors and investment analysts use financial and 
other information included in annual reports to make 
decisions on whether to buy, hold or sell stocks. 
Over the years, company annual reports have changed 
from concise, formal and rather forbidding documents to 
attractive, illustrated pamphlets. The annual reports of 
some companies (even some of the largest) have been 
kept simple while others have become elaborate, expensive 
productions with a multitude of graphs, charts and illus-
trations. Annual reports of the latter type, in particular, 
are closely associated with company public relations 
programs. 
Analysts Need Factual Data 
The needs of those who read company annual reports 
often vary widely. Proportionately, a large number of 
individual investors are not interested in reading through 
lengthy annual reports laden with technical information, 
graphs and charts, although illustrative material seems to 
be universally popular. Investment analysts, on the other 
hand, are anxious to have as much useful, factual data as 
possible, together with a complete resume of company 
operations and management's comments. It is interesting 
to note that some companies are now preparing financial 
and operating supplements that carry additional informa-
tion for the particular use of investment analysts. This 
latter practice serves the dual purpose of supplying 
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detailed information to those who find it useful while 
helping to avoid incorrect interpretations of condensed 
figures. It also eliminates the cost of sending such addi-
tional information to hundreds, perhaps thousands, of 
shareholders who are not interested in it. 
The attitude of management in deciding what should 
be included in the annual report is probably the most 
important factor of all in the ultimate success or failure 
of the report. To produce a successful report, manage-
ment must have a genuine desire to describe fully the 
year's operations and to take a look at the future. 
Although annual reports will vary from company to 
company depending on such factors as size of company, 
number of shareholders and field of business, all should 
be such that shareholders and other readers can effectively 
judge the operations of a company, its financial condition, 
the abilities of its management and its future plans. 
How to Draft an Annual Report 
The preparation of the annual report should be the 
responsibility of a member of management who should 
draft for the approval of management as a whole, and 
of the directors, his conception of what form the report is 
to take as to content, format and grade of paper. He 
should then call upon the talents of those who are best 
able to contribute the material that is to be included. In 
the case of the more elaborate annual reports the advice 
of public relations and advertising personnel would 
usually be obtained. 
To make it as interesting as possible management 
should be alert to including timely topics of particular 
interest to readers, and to experimenting with format and 
ways of presenting material so as to arouse interest. Both 
the narrative report and the financial statements present 
management with a marvellous opportunity to tell the 
company's story in an inspiring way. All this requires 
imagination and interest, and the results can be im-
pressive. 
What the Report Should Contain 
Although the information to be found in annual re-
ports varies, both as to content and order of presentation, 
it is suggested that the following items should form the 
basic foundation. The list of contents to be indexed in 
front should include: 
• Highlights of the Year. 
• List of Directors and Officers. 
• Directors' Report. 
• Financial Statements. 
• Auditors' Report. 
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• Statement of Source and Application of Funds. 
• Ten-Year Review. 
• Company Information. 
Highlights of the Year 
This includes vital statistics (mainly in dollars) of the 
year's operations side by side with those of the previous 
year. The following are the more important items in-
cluded: quantity of product produced; net sales; net 
earnings before income taxes; income taxes; net earnings; 
net earnings per common share; net earnings as a per-
centage of sales; dividends declared on common shares 
(also on preferred shares, if any) ; dividends declared per 
common share; capital expenditures; working capital; 
funded debt; number of shareholders; number of em-
ployees; total payroll; materials and services purchased. 
Directors and Officers 
I t is helpful for shareholders, in electing directors and 
being informed on company management, to have in-
cluded in the annual report a list of directors and officers. 
It is also helpful if the directors' business or professional 
affiliation and the officers' company positions are given. 
Directors' Report 
The directors' report, which is usually signed by the 
president alone or by the chairman and president together, 
affords a company an ideal opportunity of establishing 
a close rapport with its shareholders and other readers. 
An increasing number of companies appear to be avail-
ing themselves of this opportunity, there being fewer and 
fewer companies that take the view that the less informa-
tion given the better. 
The financial information included in the directors' 
report is intended to expand on figures appearing in the 
financial statements. It should not be repetitive of infor-
mation already given in the financial statements but 
should be presented so as to fan the reader's interest. 
The directors' report should show a willingness to dis-
cuss frankly important transactions and problems en-
countered during the year. Such problems may be in the 
operational sphere or may possibly involve such matters 
as income measurement or depreciation policy. Probably 
the most important characteristics of a good directors' 
report are that it be imaginative, human and sincere. The 
more common topics included in directors' reports are : 
(a) Financial references to net sales and net earnings, 
including comparisons with the previous year; to income, 
sales and excise taxes; to depreciation, with comments on 
policy where depreciation charged in the accounts is sig-
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nificantly different from capital cost allowances claimed 
for tax purposes; to dividend policy, including com-
parisons with the previous year; to capital structure, in-
cluding changes in funded debt position; to working 
capital position. 
(b) The Canadian economic climate generally. 
(c) Conditions in the particular industry or line of 
business. 
(d) Company operations, including those conducted 
in other countries: quantity of product produced and 
sold; selling prices; quality control; advertising pro-
grams; marketing programs; labor negotiations; wage 
rates. 
(e) Plans for capital expenditures: information on 
authorized capital expenditure programs, including 
reference to cost savings, increased efficiency and added 
capacity; reference to source of capital required to achieve 
program objectives (new financing or internally gen-
erated funds). 
(f) Plans for future financing: information, if avail-
able, on likely amounts and types of financing over the 
next few years. 
(g) Raw material sources and supply. 
(h) Research and development activities: information 
on amounts of money spent each year on basic research 
and development of processes, on the nature of the work 
being done and on the results of the program (new 
products). 
(i) Foreign exchange conditions as they affect the 
company. 
(j) Employee relations. 
(k) Personnel changes. 
(1) Nature and dollar significance of company acqui-
sitions or disposals: acquisitions of other companies, 
where of significance, with information on past perform-
ance and on future plans for the added units. 
(m) Outlook for the coming year. By the time the 
annual report is being written, management would have 
formulated its plans for the ensuing year. Shareholders 
are anxious to be kept abreast of such plans just as they 
look forward to hearing about the year just past. Man-
agement's comments on the year ahead, cautious though 
they may have to be at times, are of great important to 
shareholders and investment analysts alike. 
Financial Statements 
Financial statements are intended to portray effectively 
to their readers a clear picture of the financial condition 
and operating results of a company. To accomplish this, 
close attention should be given to the following points: 
(1) Appearance. The general appearance of financial 
statements is important in attracting the reader's interest. 
(2) Language. Technical jargon only serves to confuse 
readers. The language used should be as simple as pos-
sible for most effective communication. 
(3) Uniformity of accounting principles. While ac-
countants agree that financial statements should be pre-
pared in accordance with generally accepted accounting 
principles, there are unfortunately many instances of 
different applications of accounting principles in like situ-
ations, even within the same industry. This can cause 
widely differing results, which is illogical and detracts 
from the usefulness of financial statements, making intel-
ligent analysis very difficult. Progress in this area has been 
slow and much additional study is needed. While the 
problem is extremely complex, it is nevertheless soluble. 
The Canadian Institute of Chartered Accountants is tak-
ing the lead in studying ways and means by which the use-
fulness of financial statements can be enhanced. The co-
operation of individual companies in adopting the Insti-
tute's recommendations is important if the level of finan-
cial reporting is to be improved. 
(4) Consistency. Sound accounting principles, once 
adopted, should be applied consistently from year to year 
if the financial statements are to have real meaning. 
(5) Uniformity of presentation. The recommenda-
tions of the Institute's Committee on Accounting and 
Auditing Research on uniform presentation in financial 
statements are being adopted more and more by Canadian 
companies. This is most gratifying and it is to be hoped 
that before long substantially all Canadian companies will 
be using a uniform presentation. The result is better over-
all understanding of financial statements. 
(6) Comparative figures. Comparison of the current 
year's figures with those of the previous year is recom-
mended practice. 
(7) Materiality. In presenting figures in financial state-
ments, materiality is of great importance in that some 
figures may be combined with others if the amounts are 
not relatively significant. 
(8) Cents elimination. Since cents are not of signifi-
cance in financial statements, it is preferable that they be 
omitted. This also adds emphasis to the fact that account-
ing is more of a judgment process than a precise measure-
ment. In many cases this same reasoning can be used in 
rounding off figures to the nearest thousand dollars. 
(9) Companies Acts. The requirements of the govern-
ing Companies Act should be complied with. 
Because of the importance of uniform presentation in 
financial statements, it would seem useful to comment 
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here on the disclosure recommendations of certain finan-
cial statement items. Since the earnings statement is now 
recognized as being of special importance, measuring as it 
does the annual earning power of a business, it will be 
dealt with first. In this connection, it is worth noting that 
an increasing number of companies are placing the earn-
ings statement ahead of the balance sheet in the annual 
report. 
Earnings statement should disclose the following: 
(1) The sales figures. Canadian companies have been 
much slower than U.S. companies in adopting this prac-
tice, ostensibly on the grounds that the publication of 
such information would give an advantage to their com-
petitors. Because of the many available sources of business 
information (trade associations, market surveys, technical 
groups and others), it is likely that good estimates of sales 
figures can be obtained by competitors even though not 
published officially. This being so, there would appear to 
be no valid reason why sales figures should not be dis-
closed in annual reports. They are often significant in 
showing trends. 
(2) The details of cost of goods sold, and operating 
expenses. 
(3) The amount of, and method of determining, 
depreciation (often dealt with in a note to the financial 
statements). 
(4) Extraneous income should be shown separately 
from income from operations. 
(5) Non-recurring items of income and expense. 
(6) Interest expense on indebtedness, including the 
amortization of debt discount or premium and issue ex-
penses. 
(7) Income from investments. 
(8) Attention should be drawn to significant differ-
ences between reported earnings and taxable income 
(often dealt with in a note to the financial statements). 
(9) Income taxes. 
(10) Net earnings. 
The balance sheet should deal with the following: 
(1) The basis of determining the dollar amounts of 
assets should be adequately disclosed, with attention to: 
the market value of marketable securities; inventories ade-
quately described and the basis of determining their valu-
ation; the amount of the parent company's investment in 
subsidiary companies (and the basis of determining its 
valuation), which should be shown separately from ad-
vances made to subsidiary companies (the accounting 
practice followed in consolidated statements with respect 
to the profits or losses of non-consolidated subsidiaries 
should be shown, with disclosure of the amount of the 
increase or decrease in the parent's equity in its non-con-
solidated subsidiary companies since acquisition and also 
for the year under review as a result of profits, losses and 
dividends, to the extent that such amount has not been 
taken into the accounts of the parent company) ; the basis 
of determining the valuation of investments in affiliated 
companies; the basis of determining the valuation of 
fixed assets. 
(2) Prepaid expenses should be distinguished from 
deferred charges and the former included under current 
assets. 
(3) The terminology used should be adequate. The use 
of the term "reserve" should be restricted to the recom-
mendations of the Institute's Bulletin No. 9. Clear dis-
closure of the accumulated amount of deferred taxation 
should be given as recommended in Bulletin No. 10. The 
term "surplus" should be used as recommended in Bulle-
tin No. 11. 
(4) Issues and redemptions of share capital during the 
year should be disclosed as recommended in Bulletin No. 
14. 
Notes to the financial statements (which form an in-
tegral part of the financial statements) will take into ac-
count the following: 
(1) Notes should be used to avoid cluttering the bal-
ance sheet with detailed information. 
(2) There should be clear cross-referencing between 
the notes and the related financial statement item. 
(3) The principles used in consolidating the accounts 
of wholly and partly owned subsidiary companies should 
be disclosed, along with the names of the companies and 
the nature of their operations. 
(4) Particulars of any change in accounting principles, 
or their application, affecting the comparability of the 
current year's statements with those of the previous year, 
and the effect of such change on the net earnings of the 
year, should be shown. 
(5) Details of contractual obligations (including long-
term leases), which may require the outlay of abnormally 
large expenditures or which are likely to involve losses not 
provided for in the accounts, should be disclosed. 
(6) Details of any stock options outstanding as well as 
those granted during the year should be disclosed. 
Auditor's Report 
The report of the independent auditors serves to re-
assure shareholders and other readers of the creditability 
and acceptability of the financial statements. It should be 
read in conjunction with the financial statements since, if 
qualified, it could well make the financial statements less 
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meaningful or even, on occasion, completely unacceptable. 
Qualifications in auditors' reports are usually the result 
of: 
(1) Failure of the company to disclose essential infor-
mation in the financial statements or notes thereto. 
(2) Failure of the company to adhere to generally 
accepted accounting principles. 
(3) Disagreement between the company and the audi-
tor on the valuation of an item in the financial statements. 
Statement of Source and Application of Funds 
The statement of source and application of funds has 
come to be recognized as a very useful statement, summar-
izing as it does the inward and outward movements of the 
working capital of a business. It is to be found in the 
annual reports of an increasing number of important 
companies. 
Ten-Year Review 
An increasing number of companies are now preparing 
a ten-year summary (in some cases a shorter or longer 
period is used) of financial and other information. These 
summaries are extremely useful to shareholders and in-
vestment analysts alike. They should include similar in-
formation to that listed earlier under "Highlights of the 
Year". Where a company has been acquiring other com-
panies during the period, it is helpful if appropriate 
adjustments (with explanations where necessary) are 
made so that the year-to-year results will be as compar-
able as possible. In order that trends can be accurately 
interpreted, reference should be made to the effect on 
year-to-year figures of changes in accounting practices and 
of changes in dollar values. Reference should also be 
made to unusual items such as windfall profits or non-
recurring expenses. 
Company Information 
I t is the practice of many companies to include a sum-
mary section in their annual reports, directed not only to 
shareholders but also to their customers. This section, 
which is generally replete with colorful illustrations, 
provides a rundown on such things as products sold by the 
company with special emphasis usually placed on new 
products. The section often serves as a supplement to in-
formation given in the directors' report on such matters 
as research and development and community and em-
ployee activities. 
The annual report, which is normally addressed to the 
shareholders alone, but on occasion to employees and 
customers as well, serves as a record of a business, and is 
accordingly a means by which the effectiveness of man-
agement in discharging its responsibilities can be ap-
praised. While the annual report is concerned primarily 
with the more important transactions of the particular 
business, and its financial condition, it is also a means by 
which customer and community activities can be pub-
licized. 
The literary standard of the annual report should be 
maintained at a high level. Its composition should be 
clear and meaningful; excess verbiage and ambiguity 
should be avoided. The discerning use of color, pictures, 
graphs and charts can add immeasurably to its effective-
ness. It is not necessary, however, that an annual report 
be elaborate to be effective. 
The annual report portrays to the reader, whether 
shareholder, employee, customer or analyst, an image of 
the company and its people. This image can be consider-
ably enhanced if the report gives full disclosure and the 
impression of complete sincerity and integrity. 
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W e a r e pleased to a n n o u n c e the winners in o u r 
1963 C o m p e t i t i o n for Publ i shed Articles. 
1st Prize 
$500 
Nile W. Farnsworth, Detroit 
"What are the Special Tax Prob-
lems of Banks?" Banking — June 
2nd Prize 
$300 
H. Justin Davidson, Chicago 
"Statistical Sampling" The 
Quarterly — September 
3rd Prize 
$200 
(3-way-tie) 
Henry E. Bodman, Detroit 
"Reports for Decision Makers" 
Michigan Municipal Review — 
February 
Dennis E. Mulvihill, New York 
"TRB&S Develops C O M S O A L 
for Balancing Assembly Lines" 
The Quarterly — June 
Raymond E. Perry, Chicago 
" P o o l i n g of I n t e r e s t s " The 
Quarterly — December 
Nile W. Farnsworth, 1st prize winner 
You be a 
Our 1964 Competition for Published Articles is open to all members of 
the TRB&S professional staff. To qualify, an article must have been 
published in The Quarterly or appeared in an outside publication be-
tween September 1, 1963 and August 31, 1964. 
Prizes will be awarded on a basis of timeliness, style, technical knowl-
edge and public relations value. Deadline for the next judging is August 
31st. The winners will be announced in the December Quarterly. 
Articles appearing in The Quarterly will automatically be included in 
the judging, but it will be the responsibility of the author to submit his 
article if it is published elsewhere. Entries should be submitted as they 
are published throughout the year. 
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1963 COMPETITION FOR 
PUBLISHED ARTICLES 
Raymond E. Perry and H. Justin Davidson receive checks from G. Leslie 
Laidlaw, Administrative Partner in Chicago 
Henry E. Bodman gets check from Paul E. Hamman 
Partner-in-CharQe in Detroit 
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The Client: 
In this discussion, the client is engaged in what is cur-
rently referred to as "old line factoring" as well as com-
mercial financing. In old line factoring, the factor enters 
into an agreement with a manufacturer to purchase re-
ceivables arising from the sale of the manufacturer's 
product. The receivables are usually purchased at "fac-
tor's risk", which means that the factor has assumed the 
credit risk and has no recourse to the manufacturer for 
uncollectible accounts. Sometimes, receivables are pur-
chased at "manufacturer's risk", which means that 
uncollectible accounts are charged back to the manu-
facturer; in this instance the factor acts primarily as a 
collection agent. The factoring fee, of course, is consider-
ably lower than that charged under a "factor's risk" 
agreement. 
Under a commercial financing agreement, the factor 
advances funds to the manufacturer secured by a pledge 
of the manufacturer's receivables. The manufacturer per-
forms all of the collection work and remits the actual 
checks received from his customers directly to the factor. 
In commercial financing the credit risk is assumed by 
the manufacturer. 
Our client has a strong system of internal control with 
periodic internal audits. The internal audit encompasses 
UNRESOLVED 
CONFIRMATION 
DIFFERENCES 
at termination of field work 
by John Ehling 
John Ehling is manager in the New York office. A native 
New Yorker, he joined the accounting staff of Touche, 
Niven & Co. prior to the merger. His client engagements 
include CIT Financial Corporation, Daitch Crystal 
Dairies, Seaman's Bank for Savings, and Yardley of 
London, Inc. 
Mr. Ehling is a graduate of Pace Institute. He is a member 
of the American Institute of Certified Public Accountants, 
the New York State Society, and the Lawyers Club. He is 
married and has four children. 
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the confirmation (in negative form) of the receivables by 
direct correspondence with the debtors. This confirma-
tion procedure is followed for all accounts, whether they 
are factor's risk, manufacturer's risk or commercial fi-
nancing (in the latter instance our client sends the con-
firmation in the name of the manufacturer as these 
accounts are usually on a non-notification basis). The 
client sends the requests in our name as auditors, and 
uses a special post office box rented in our name and to 
which we have access. 
The Confirmation Differences 
In response to one of these requests, the debtor stated 
that its records showed a balance of $27,557.79 as com-
pared with the client's balance of $268,015.39 at April 
26, 1963. The debtor suggested that we (since the reply 
was addressed to us) get in touch with our Dallas office 
which was then in the process of auditing the debtor's 
records. Our client contacted us and the information was 
forwarded to our Dallas office. 
The Investigation: 
Upon investigation, Dallas learned that it was the 
debtor's practice to place blanket orders with suppliers 
each year in October and November for total quantities 
to be purchased in the coming twelve months, specifying 
quantities to be shipped each month. The quantities were 
fairly small for the first few months because the debtor's 
old season ended in April. Large quantities were speci-
fied for May and subsequent months when the debtor's 
new season began. The debtor also specified that ma-
terials for May delivery were not to become his property 
prior to May 1 (although the goods could be shipped 
prior thereto) since its fiscal year ended April 30. In 
checking out the details of the account, Dallas found that 
some $90,000.00 worth of goods had been received at the 
debtor's plant before the April 30th date. Since the 
shipping labels, etc. had been addressed by the supplier 
to himself in care of the debtor, the receipt of this ship-
ment was not recorded by the debtor until May 1, 1963. 
Dallas noted, however, that while the date on the debtor's 
copy of the invoices was May 1, 1963, the supplier had 
dated the invoices submitted to our client, the factoring 
company, in November, December and January. The sup-
plier, therefore, collected from the factoring company on 
the basis of invoices for merchandise not yet shipped. 
While checking out the details on May 14, 1963, Dallas 
was informed by the debtor that he had just received a 
shipment of some $25,000 of goods from the supplier. 
Dallas was able to trace a portion of the shipment to the 
supplier's invoice of May 1, 1963 as compared with 
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January and February dates on the invoices submitted to 
the factoring company. All of these facts were transmitted 
by letter to our client after obtaining the agreement and 
permission of the debtor. 
Promptness of Reporting: 
We now come to the importance of prompt reporting. 
Realizing the possibility of fraud in the amount of $125,-
000 (confirmation differences of $241,000 less subsequent 
shipments of $90,000 and $25,000) Dallas telephoned us 
giving an outline of their findings. We immediately got 
in touch with our client. They were extremely grateful 
for this prompt service, since they were meeting with the 
supplier within a few hours to discuss the account. We 
later learned that when our client confronted the sup-
plier with our findings, the company's president promptly 
admitted the fraud and promised to make restitution. 
The Breakdown: 
Our client's ordinary collection procedures, including 
aging of receivables, failed to indicate the possibility of 
fraud because the supplier repeatedly extended the credit 
terms to cover the period between the "pre-billing" and 
the actual shipping dates. The debtor had a high credit 
rating, and the client's credit man approved these ex-
tensions without investigating the reason for their fre-
quency. Again, because of the debtor's credit rating, 
management did not question the collectibility of the 
unpaid balance. 
A further investigation of the account by the internal 
auditor disclosed that the supplier had been "pre-billing" 
this account and repeatedly extending credit terms for a 
period of more than a year. No question was ever raised 
as to the discrepancy between invoice dates per the 
debtor's check vouchers and the invoice dates per the 
client's records. The internal auditor pointed out to the 
controller of the parent company that management had 
had many opportunities to discuss the pre-billing fraud 
before it reached its present amount. 
The Audit Confirmation: 
During our 1962 year-end audit we had also requested 
a confirmation of this debtor's account and had received 
a reply stating that there were a number of invoices, 
amounting to $60,179, of which the debtor had no record. 
In accordance with our regular procedure, the reply was 
given to the internal auditor, who recorded it and turned 
it over to the accounts receivable department for tracing. 
Procedure requires that the internal auditor obtain an 
explanation or reconciliation of differences, and that he 
must check such information before returning the confir-
mation replies to us. We review the explanations and 
test 10% in number to supporting information. In this 
instance, the client's accounts receivable department sent 
copies of the invoices in question to the debtor, who re-
plied that he had no record of such invoices, and that 
the supplier must be using some basis other than ship-
ment dates for invoicing. The replies were not turned 
over to the internal auditor until after the discrepancy in 
the April 1963 balance was disclosed. At the conclusion 
of our field work for the 1962 year-end audit there were, 
as usual, a number of confirmation differences still to be 
reconciled or explained. At that time the senior and the 
internal auditor inquired about the status of the unre-
conciled or unexplained differences and were informed 
that all major differences had been cleared, but that the 
replies could not be released to us because of a number 
of small unresolved differences. This explanation was 
accepted. The replies were left with the accounts receiv-
able department for follow-up by the internal auditor 
and review by us at the date of our next audit. It is ap-
parent that the individual who was tracing the differences 
was doing a mechanical job, and did not have enough 
experience to realize the significance of the difference in 
invoice dates. The client's tracer was further misled by 
the fact that, despite the debtor's comments, payments 
were being made for the disputed invoice amounts. (The 
tracer merely sees the tabulating run of paid invoices; he 
does not see the debtor's check voucher.) 
Change in client's procedures: 
The client discharged the credit man and has insti-
tuted a requirement that extensions of credit terms for 
invoices in excess of $5,000 be approved by the senior 
credit man or his assistants. In addition, all future con-
firmation differences and explanations are to be referred 
to a designated person in the credit department. 
TRB&S program revision: 
In view of this experience, we are revising our audit 
procedures to review the remaining unresolved differ-
ences at the conclusion of our field work to satisfy our-
selves that such unresolved differences are in fact 
immaterial rather than to rely on the client's staff to make 
that determination. We are also expanding our proce-
dures to include a test check of debtors' check vouchers 
where subsequent payment is offered as an explanation 
for unknown invoices. 
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HENRY MENDES died on December 12, 1963. 
He had been with the firm since 1910, when he 
joined the predecessor firm of Touche, Niven & 
Co. He helped open the St. Louis office in 1915 
and managed it until 1919, when he moved to 
Cleveland to open and manage the office there. 
Admitted to partnership in 1919, he returned to 
New York in 1920 and was a senior partner 
until his retirement. He is survived by his wife, 
the former Carmel H. Gibbs, five children, and 
eleven grandchildren. 
Statistics about Henry Mendes may be necessary to an understanding of the man, but are completely 
inadequate to portray him. I must write about Henry as I knew him . . .warm, friendly and helpful 
. .. a dedicated accountant who was particularly dedicated to his firm and its advancement. 
In point of time, one could say that Henry and I were contemporaries. We entered public account-
ing in our early teens at about the same time in widely separated locations, and gave up active 
practice during the same period. We both saw and knew the profession in its simple days, and we 
both participated in the very great changes which took place over more than forty years, almost a 
half century. During the last half of that period we often worked together on matters for the 
American Institute of Certified Public Accountants. My first vivid impression comes from a call on 
me in Detroit, so adroitly handled that I did not know that it was in connection with my own 
application for membership. My next vivid impression is of his presentation of a committee report on 
membership and admissions to the Council of the Institute. It was well and thoroughly presented. 
These meetings arid others showed me the stature of the man and started the development of a 
friendship that grew with the years. 
I knew him best in his maturity, in the years during and after the formation of our firm. Henry 
himself was chiefly responsible for the idea of the merger, I think. With the death of Victor Stempf 
and the gradual retirement of John B. Niven, Henry had become the chief figure in Touche, Niven & 
Company, and was pretty much known to the public as "Mr. Touche, Niven". At any rate, from his 
vantage point he was quick to see new requirements developing for the accounting profession. When 
he saw that the broadening demands on the accountant required larger, more widely spread firms, able 
to give a greater range of service and expertness, he called on me and my associates in Detroit to 
advocate that our respective practices be joined. That call resulted in the merger of our firms and 
Allen R. Smart and Company, and is very vivid in my mind. Of course it was the beginning of an 
intimacy which flowered as we worked together, but even more, of a friendship which grew as we 
got to know each other in the many problems of joining our practices. Henry was very easy to work 
with because he put the needs of the firm as a whole ahead of self. In this end we had a high mutual 
respect and tested friendship. 
Perhaps many of our new or younger partners think of Henry Mendes in his years of retirement, 
as an advisory partner; at annual partners' meetings, warm and friendly and social. . . giving advice 
when asked, but on the whole somewhat detached. That was not the true image, which must be of 
him in the prime of life, vital and alive, a great contributor to the firm's activities and a true friend. 
NEW ORLEANS 
Leland S. Montgomery (left) and George A. Coiron joined 
us as partners as a result of our merger with the firm of 
Coiron & Montgomery. 
Born in Texas, Mr. Montgomery moved to New Orleans in 
1932 and later graduated from Tulane University. After 
spending three years in the U.S. Naval Reserve, he joined 
the staff of a local public accounting firm. He commenced 
private practice in 1950. The firm of Coiron & Montgomery 
was formed in 1958. 
Mr. Coiron, a native of New Orleans, attended University 
College of Tulane University and later was a part-time 
instructor in auditing there. He served three years in the 
U.S. Coast Guard Reserve, and before going into private 
practice in 1950 spent five years with Price Waterhouse 
&Co. 
Both Mr. Coiron & Mr. Montgomery are members of the 
American Institute of Certified Public Accountants, the 
Louisiana Society of Certified Public Accountants and 
International House. In addition, Mr. Coiron is a member 
of the Petroleum Accountants Society of New Orleans. 
MILWAUKEE 
John Marsh is reading Robert Beyer's book and agrees that direct 
costing for custodial purposes is questionable. Papa Ralph Marsh, 
manager in Milwaukee, thinks an elephant in the tail end of a rowboat 
may be equally unsound. 
CHICAGO 
TRB&S won two awards at the Crusade of Mercy Awards 
Luncheon. Employees of the Chicago office pledged a total 
of $5,638 to the Crusade, a per capita gift of $51^.20. William 
H. Lowe (left) chairman of the Major Firm Employee 
Campaign Division of the drive, and Donald M. Graham, 
general campaign chairman, congratulate TRB&S repre-
sentatives William McMillan and Richard Gallagher. 
TERNATIONAL 
AUDITING SEMINAR IN BRAZIL 
Visiting each of our member firms in South America, Bob 
Fulton and John Vernon of our Regional Coordinating 
Office — South America have conducted a series of seminars 
on U.S.A. auditing standards and procedures. The last of 
these seminars was held in our Sao Paulo office. 
on Bevis, International Coordinating Partner, visited Japan recently 
..p conclude arrangements for the transfer of David J. Nagao from our 
an Francisco office. In Tokyo at the time, to participate in the Army-
ir Force Exchange Service work, was Bob Sheriff of our Honolulu 
fflce. 
Shown here from left to right are Yoshiwo Watanabe, our associate 
m Tokyo, Mrs. Watanabe, Don Bevis, Dave Nagao and Bob Sheriff. 
25TH ANNIVERSARY IN 
PANAMA 
In October, 1963, our associates in Pan-
ama held a dinner to celebrate the 25th 
Anniversary of the firm. Guests of honor 
were Enrique Young, one of the co-
founders of the firm, who now has his 
own accounting services firm, and Jim 
Jch,y>ston, who represented the Interna-
tional Coordinating Partner and the 
U.S.A. firm. 
Portions of the anniversary celebra-
tion were filmed by the local television 
station, and were shown as part of the 
next day's news programs. 
,w 
Leading one of the seminar 
sessions in Sao Paulo are 
Jorge Fischer Jr., Partner 
in our Brazilian firm, John 
Vernon and Bob Fulton. 
Partners and staff of the Bra-
zilian firm are ready for lunch 
after the morning's seminar 
session. 
€ C; i 
.Vl,l 
Awards (I to r) were received by Jorge L. Almillategui 
for six years' service; Silvia Rodriguez, eight years' serv-
ice; Beryl Clark, fifteen years service; Partner R. A. 
Young; Perla E. de Young, twenty-five years service; and 
America Quintero M., seven years' service; Eloisa Juliano 
D., not shown, received an award for ten years' service. 
Left to right are Enrique Young, Guillermo Young, the 
other founder and present Senior Partner, Jim Johnston, 
and Partners Ricardo Young and Francisco Young. 
Speakin 
SPEAKER 
Atlanta 
DRYDEN, E. R. 
Boston 
W I E S E , DONALD 
DATE 
Jan. 
Dec. 8 
SUBJECT 
Profitability Accounting 
Year End Tax Planning 
Chicago 
BELL, J O H N 
BRAGG, JAMES 
C O W E N , KAY 
DAVIDSON, H. JUSTIN 
Dec. 
Dec. 
Feb. 
Apr. 
Apr. 
Nov. 
Dec. 
Dec. 
Feb. 
Feb. 
Feb. 
Mar. 
9 
12 
19 
15 
16 
15 
5 
12 
13 
18 
19 
14 
Apr. 15 
July 
2-30 
7% Investment Credit and the 
Depreciation Recapture Rules 
Profitability Accounting 
Management Control & Information 
Systems 
Profitability Accounting 
Profitability Accounting 
Inventory Control 
New Opportunities in Budgeting as 
Related to Computers 
Purchase and Sale of Businesses— 
Consideration of the Seller 
Management Control & Information 
Systems 
Profitability Accounting 
The Current State of Sampling 
Techniques in Accounting 
Operations Research—A Challenge 
to Accountants 
Management Science Applications in 
Accounting 
Profitability Accounting 
The Uses of Mathematical 
Programming in Management 
Accountancy 
EBERT, CARROLL 
OSTDIEK, G L E N R. 
PETRAN, ANTON 
Aug. 
6- 7 
Apr. 16 
Dec. 12 
Apr. 15 
Dec. 12 
Statistical Sampling 
Flexible Budgeting 
Management Control and Informa 
tion System 
Profitability Accounting 
Management Control and 
and Information Systems 
Apr. 15 Profitability Accounting 
AUDIENCE 
Atlanta Chapter, Budget Executives Institute 
Holy Name Society in Natick, Mass. 
10th Annual Federal Tax Conference 
Senior Budgeting Class of DePaul University 
Chicago Assoc, of Commerce & Industry 
University of Illinois, Urbana Students 
Chicago Association of Commerce & Industry 
Chicago Chapter, Budget Executives Institute 
5th Annual Midwest Regional Conference, Budget 
Executives Institute 
9th Annual Tax Conference of the Illinois Society 
of CPAs 
Chicago Assoc, of Commerce and Industry 
State University of Iowa Beta Alpha Psi Students 
Pittsburgh Chapter of the Institute of Management 
Sciences 
The Institute of Internal Auditors, Chicago Chapter 
11th Annual International Meeting of the Institute 
of Management Sciences—Pittsburgh 
Chicago Association of Commerce & Industry 
Seminar sponsored by Navy Pier Branch of University 
of Illinois 
NABAC School for Bank Audit and Control, 
University of Wisconsin 
Chicago Chapter, Budget Executives Institute 
Chicago Association of Commerce & Industry 
Chicago Assoc, of Commerce & Industry 
Chicago Assoc, of Commerce & Industry 
Chicago Assoc, of Commerce & Industry 
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SPEAKER 
REVERS, RAYMOND J. 
S H E H A N , ROBERT M. 
SIEMER, CLEMENS H. 
TERRY, J O H N J. 
DATE SUBJECT 
Jan. 14 Opportunities in the Public 
Accounting Field 
AUDIENCE 
Counsellors from South suburban high schools of the 
Chicago area 
SODERDAHL, W A L T E R Dec. 7 A Business Approach to Auditing-
A New Look 
New York University School of Commerce Alumni 
Association 
TRUEBLOOD, ROBERT M. NOV. 12 
Dayton 
CUNNINGHAM, K E I T H A. Feb. 
27-28 
Accounting Curricula for Under-
graduate Schools of Business 
University of Illinois 
Performance and Profitability Con- Columbus Chapter Society for Advancement of 
trol of Non-Financial Executives Management 
O L T , HERMAN J. 
WALLACE, IRL C. 
Denver 
GRIFFIN, C. H. 
Detroit 
BODMAN, H . E. 
JENNINGS, DONALD W. 
Feb. 
Nov. 
Dec. 
Dec. 
Dec. 
Dec. 
Dec. 
Feb. 
Feb. 
Nov. 
11 
29 
2 
3 
6 
9 
4 
4 
4 
-15 
Family Attribution Rules 
Generally Accepted Auditing 
Standards, Standards of Field 
Work 
Estate Planning Council 
Dayton & Cincinnati Chapters of the Ohio Society 
of CPAs 
Proposed Changes in Federal Income Jefferson County Insurors Association 
Tax Law 
Students Career Opportunities in Denver's North High School 
Accounting 
Recent Developments in Changes in 13th Annual Kansas Tax Conference 
Accounting Methods 
Recent Developments in Changes in Colorado Society of CPAs 
Accounting Methods 
JENSEN, WALLACE M. Nov. 7 
KEYDEL, J. F. -Dec. 13 
PETERS, P. E. Jan. 21 
REAMES, K E N N E T H S. NOV. 6 
SCHAIE, J O H N C.W. NOV. 21 
SEITZ, J. E. Jan. 23 
M A R C H , 1 9 6 4 
Distribution Cost Accounting 
Profitability Accounting 
Effective Management Reports 
Accounting and Finance for the 
Non-Financial Executives 
What is Good Tax Practice: 
Government Standards 
Long Range Planning 
What Is The Funds Statement? 
Continuing the Education of the 
CPAs 
Management Reporting 
Management Reports 
University of Michigan Beta Alpha Psi 
University of Texas Accounting Faculty 
Houston CPA Chapter and Beta Alpha Psi 
University of Wisconsin 
22nd Annual Institute on Federal Taxation, New 
York University (part of panel) 
Kalamazoo Business Men's Association 
Grand Rapids Chapter of the American Society of 
Women Accountants 
Chapter of Beta Alpha Psi, University of Michigan 
Ann Arbor Chapter of the National Association of 
Accountants 
American Management Association 
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WISHART, ROBERT D. 
WOOD, D. R. 
Executive office 
BEYER, ROBERT 
NOV. 4 
Feb. 29 
Nov. 19 
Mar. 24 
Apr. 9 
May 8 
May 14 
May 21 
Sept. 29 
Jan. 19 
SUBJECT 
E.D.P. and the Auditor 
Systems Design for On-Line Auditing 
Profitability Accounting 
Correlation of Control and Planning 
with Reporting through Profitabil-
ity Accounting 
Impending Changes in the Public 
Accounting Profession 
Management Reporting 
Management Control through Profit-
ability Accounting 
Profitability Accounting: The Op-
portunities and the Challenges 
Profitability Accounting 
Profitability Accounting 
AUDIENCE 
Auditing Class of Michigan State University 
Midwinter Systems & Procedures Association 
Conference in Detroit 
Rockford Illinois Chapter of NAA 
NAA Regional Meeting in Chicago 
Beta Alpha Psi — University of Wisconsin 
Pacific Northwest Conference, Systems and Pro-
cedures Association in Portland 
Chicago Systems Conference 
cedures Association 
Systems and Pro-
Credit and Financial Management 
"Business Progress Show" in Los Angeles 
The NABAC Convention in New York 
Mid-Florida Chapter of NAA 
BRISLEY, CHESTER Nov. 13 
BUCHAN, J O S E P H 
CRANE, ROGER 
DIAMOND, WALTER H. 
DIAMOND, WALTER H. 
MAGES, K E N N E T H P. 
W E R N T Z , WILLIAM W. 
Jan. 
Dec. 
13-
Mar. 
Feb. 
Feb. 
Mar. 
Apr. 
Apr. 
Nov. 
Nov. 
Dec. 
Apr. 
21 
15 
5 
18 
19 
21 
2 
8 
11 
12 
2 
18 
Houston 
LIPSCOMB, O W E N 
Kansas City 
BROWN, K E N N E T H L. 
HOFFMAN, LOREN G. 
JACKSON, JERRY B. 
Work Measurement Integrated into 
Variable Budgets 
Operations Research and Budgeting 
The Applications of Advanced Man-
agement Techniques to Ongoing 
Business Organizations 
Concepts in Methods of Reimbursing 
Hospitals for Care Rendered 
U.S. Foreign Trade & Investment 
Outlook in 1964 
Insuring Your Exports 
Taxes As They Affect International 
Patents and Royalties 
Financing Foreign Investments 
Foreign Credit and Investment 
Problems 
Sharper Tools for Retail 
Management 
Inventory Management and 
Management Reporting 
Retail Accounting 
Opinion Bulletin No. 3—Statement 
of Sources and Application of 
Funds 
Beta Alpha Psi and Colorado Society of CPAs 
New York Chapter of Budget Executives 
TIMS Methodological Symposium 
New Jersey Hospital Association 
World Trade Club of Providence 
Industrial Fasteners Institute Conference 
AMA General Management Orientation Seminar 
International Executives Association Convention 
Motor and Equipment Mfrs. Association Export 
Marketing Group 
Honolulu Japanese Chamber of Commerce— 
Honolulu 
Hawaiian Society of CPAs—Honolulu 
Valley National Bank—Phoenix 
New York University (Panel discussion) 
Nov 20 Standards of Income Tax Reporting Houston Chapter Tax Forum of Texas Society of 
CPAs 
Taxes in Estate Planning Feb. 4 
Feb. 19 
Jan. 16 
Jan. 6 Federal Income Taxes 
Why There Are Audits and What 
Audits Can Accomplish 
Internal Control Procedures for 
Savings and Loan Associations 
Estate Planning Conference for Women 
Kansas City Controllers Group of Savings & Loan 
Associations and the Savings and Loan Institute 
Kansas City Controllers Group of Savings and 
Loan Associations 
Kansas City Chapter of Missouri Society of CPAs 
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SPEAKER 
Los Angeles 
BERSCH, NEIL 
H E I L , JACK 
STRATFORD, RIC 
Memphis 
STARK, DONALD 
HARD 
F. 
DATE 
Nov. 20 
Nov. 20 
Nov. 20 
Dec. 18 
Jan. 18 
Dec. 18 
SUBJECT AUDIENCE 
Milwaukee 
BEST, DONALD R. 
D E T R O Y E , WILLIAM 
ROBERTSON, LOWELL L. 
ROBERTSON, L. 
TRAWICKI, DONALD J. 
Minneapolis 
MOONEY, ROBERT 
New York 
BROWN, VICTOR H. 
Jan. 11 
Nov. 
12-15 
Dec. 5 
Jan. 20 
Mar. 
16-20 
Dec. 11 
Nov. 
12-15 
Nov. 
12-15 
Dec. 5 
Jan. 17 
Jan. 20 
Feb. 19 
Apr. 
13-17 
Travel and Entertainment Expense California Accountants in Los Angeles 
Specialized Problems of Savings and Arizona Savings & Loan Controllers group in Casa 
Loan Associations Grande, Arizona 
Travel and Entertainment 
Management Information or Bust 
Problems of Small Business 
Tax Planning Under the Proposed 
Revenue Bill of 1963 (HR 8363) 
Administrative and Procedural Tax 
Matters 
Finance and Accounting for 
Non-Financial Executives 
Managerial Control Through 
Profitability Accounting 
Design a Chart of Accounts Around 
Your Company's Requirements 
Tax Conference of the California Society of CPAs 
Long Beach Chapter of the National Association of 
Accountants 
American Council of Independent Laboratories, Inc. 
Memphis Chapter of National Association of 
Accountants 
Memphis Chapter of Tennessee Society of CPAs 
University of Wisconsin—Management Institute 
(Executive seminar) 
University of Wisconsin—Milwaukee 
Milwaukee Chapter of the National Association of 
Accountants 
Profitability Accounting and Control Seminars Sponsored by AMA, Chicago 
The Ingredients of a Good 
Management Information System 
Finance and Accounting for 
Non-Financial Executives 
Feb. 13 Profitability Accounting 
Finance and Accounting for 
Non-Financial Executives 
Jan. 28 The Pro's and Con's of Leasing 
Milwaukee Chapter of the National Association of 
Accountants 
University of Wisconsin-Management Institute 
(Executive seminar) 
Univ. of Iowa, Beta Alpha Psi Students 
University of Wisconsin-Management Institute 
(Executive seminar) 
American Society of Women Accountants 
National Association of Accountants 
NOMA Office Machine Show and Seminar 
American Management Association 
Investment Credit 
Investment Credit 
Rate of Return and Capital 
Investment Analysis 
New Developments in Communica- Rochester Chapter—National Association of 
tion of Accounting Data Accountants 
Profitability Accounting and Control Chicago Seminar of AMA 
FRYE, C. R. Jan. Data Communications Systems 
1-24 
LIEBERMAN, BENJAMIN Nov. 20 Inventory Shortage Control 
Philadelphia 
M A R K H U S , ROGER C. 
Phoenix 
BRESEE, M I L E S 
Pittsburgh 
Pittsburgh office 
personnel 
Nov. 19 Tax Effects of Real Estate 
Transactions 
Nov. 9 Recent Tax Developments 
Jan. 25 Tax Savings Under the Proposed 
Revenue Act of 1964 
Jan. Accounting and Tax Planning 
29-30 
Data Communications Systems Seminar of the AMA 
Tri-State Controllers Group in Pittsburgh 
Mercer Chapter of the New Jersey Society of CPAs 
Arizona Retail Controllers' Association 
Southwest Regional Conference of National 
Office Management Association 
Seminar—Construction Industry Advanced Program 
of Western Penna. 
MARCH, 1 9 6 4 45 
Ross , HENRY J. 
SIMPSON, WILLIAM J. 
WERBANETH, LOUIS A. 
Portland 
CRAWFORD, J O H N S. 
GULLIXSON, STANLEY 
NEELY, BILL 
SCHMIDT, L E E 
St. Louis 
J E N S E N , ROBERT 
M U R E N , L E E 
R I E S , ANDREW 
San Diego 
MEITNER, GEORGE F. 
O L S O N , G L E N A. 
San Francisco 
GERVER, E L I 
GRISMER, WILLIAM 
STEVENS, ROBERT 
WALL, T H O M A S B. 
Seattle 
GAEDE, WILLIAM G. 
M I T C H E L L , JAMES V. 
DATE 
Nov. 5 
Jan. 8 
Nov. 5 
Nov. 
2-22 
Jan. 9 
Jan. 15 
i 
Jan. 22 
Nov. 23 
Nov. 25 
Jan. 9 
Jan. 7 
Jan. 20 
Dec. 3 
Dec. 19 
Dec. 3 
SUBJECT AUDIENCE 
Nov. 8 
Feb. 
Nov. 
Dec. 
Feb. 
Nov. 
Nov. 
Nov. 
Jan. 
19 
14 
10 
8 
12 
21 
30 
Financing Methods and Investments Council for International Progress in Management 
in Medium Size American 
Industries 
Accounting Policies and 
Administration 
Pittsburgh Chapter National Association of 
Accountants 
Financing Methods and Investments Council for International Progress in Management 
in Medium Size American 
Industries 
Depreciation 
Depreciation—Past, Present and 
Future 
Tax Planning Under the 1963 
Revenue Act 
You, Your Job, and The Revenue 
Act of 1964 
Estate Planning and the CPA 
Taxation of Fiduciaries 
Tax Treatment for Bad Debt 
Deductions 
Small Business Management 
How To Reduce Income Taxes 
Individual Taxpayers and their 
Relations with the Internal 
Revenue Service 
Pittsburgh Chapter, NAA 
Pittsburgh Chapter of the Institute of Real Estate 
Management 
Western Penna. Chapter, American Institute of 
Real Estate Management 
Pittsburgh Credit Women 
AICPA Professional Development Course 
State Society's Advanced Income Tax Course 
Retail Credit Association 
Small Business Administration 
Portland Rotary Club 
Holy Name Society of St. Sebastian Church 
Taxable and Non-Taxable Exchanges Dolan Realty Company 
Tax Aspects of Equipment Leasing Monroe, Randolph & St. Clair Illinois County Farm 
Equipment Dealers 
Dec. 10 A CPA's View of Data Processing Data Processing Management Association 
Accounting Careers Conference Dept. of Education 
Mid-American Tax Conference St. Louis, Mo. Depreciation Experience with 
Guidelines 
Current Tax Developments 
Living with the Revenue Act of 1962 Redwood Empire Chapter of Savings and Loan 
Controllers 
Golden Gate Retail Controllers 
Jan. 21 
Tax Problems of Closely Held 
Corporations 
Tax Problems of Closely Held 
Corporations 
How Banks are Improving Their 
Ability to Plan and Control 
Review of Robert Beyer's Book on 
Profitability Accounting 
Everyday Ethical Problems 
Recent Developments in Pension and Western Pension Conference 
Profit 
Cost Accounting in Process Industries: Beta Alpha Psi, University of Washington 
How It is and How It Should Be 
CPA Society of San Francisco 
CPA Society of Sunnyvale 
Golden Gate Conference of NABAC 
Sacramento Chapter of National Association of 
Accountants 
San Jose Chapter of CPAs 
PEYTON, PATRICK J. Jan. 21 
SWENSON, NORMAN E. Dec. 7 
Current Income Tax Problems 
Facing a Trucking Industry 
Sale or Liquidation of a Corporate 
Business 
Seattle Chapter, American Trucking Association 
Accounting Council 
Washington Society of CPAs Annual Tax Seminar 
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With the Alumni 
Atlanta—Donald G. Peterson resigned from the Atlanta 
office staff to take a position with the Atlantic Company, 
located in Atlanta. 
Chicago—After five years on the Chicago audit staff, 
Robert Caudill resigned November 30th to accept a 
position with the Paul M. Schwark C.PA. firm in Yuma, 
Arizona. 
Richard Niemeyer left us in December to accept em-
ployment with Reynolds Metals Company in McCook, 
Illinois. 
Executive Office—Bert Arcus has received his Ph.D. 
from the University of California. His dissertation was 
based on work he commenced with TRB&S at Chrysler, 
and is entitled A n Analysis of a Computer Method of 
Sequencing Assembly Line Operations'. He is now on a 
special assignment in New Delhi. 
Felix Probandt, Director of our International Tax Divi-
sion, resigned from the firm on January 24th to accept a 
position with the Ampex Corporation in Redwood City, 
California. 
N e w York—Thomas J. Corbally, an alumnus of the 
New York office, was elected president and a member of 
the Board of Carpenter-Morton Company, a paint manu-
facturer in Everett, Massachusetts. 
Thomas I. Marcosson, supervisor on the audit staff, 
resigned to become controller of Superior Surgical. 
St. Louis—Erwin A. Court left the St. Louis office to join 
Applause 
Chicago — Robert Trueblood was host recently to the 
Long-Range Objectives Committee of the A.I.OP.A. at 
the Drake Hotel in Chicago. On the first day the commit-
tee met with three accounting educators — Sidney David-
son of the University of Chicago, Herbert Miller of 
Michigan State University and Paul E. Fertig of Ohio 
State, and on the second day with Dr. Paul F. Lazarsfedl, 
a sociologist from Columbia. 
John Bell has been elected chairman of the Research 
Committee of the Chicago Chapter of the Budget Execu-
tives' Institute. 
James Bragg has been appointed a member of the Data 
Processing Management Association's Chicago Chapter 
a local accounting firm. Bradford Bradsher left to estab-
lish his own law practice. 
San Diego—Lois J. Pearson, semi-senior staff member, 
left December 31st to take the position of assistant con-
troller with Scripps Clinic & Research Foundation. 
San Francisco—Dan Ball has been transferred by Per-
manente Cement to India as Administrative Manager of 
Mysore Cements, Ltd. in Bangalore, India. 
Ted Perry has been transferred to be chief accountant 
of a construction project of Kaiser Engineers & Con-
structors, Inc. which is building Kremasta Dam in Greece. 
Seattle—Orville E. Melby, who left the firm in 1956, 
was elected corporate treasurer of The Boeing Company 
effective December 1. Stepping into Mr. Melby's position 
as assistant treasurer is another Seattle staff member, 
Dean D. Thornton, who came with the firm in 1954. 
W. J. Pennington, business manager of The Seattle 
Times, was named Seattle Junior Chamber of Commerce 
"Boss of the Year." This is the most recent civic recogni-
tion ne has received, preceded by many through the years 
since he left die Seattle staff in 1951. He was cited for 
"depth and strength, and a major contributor to prog-
ress." 
Washington—Angelo S. Puglise resigned from our staff 
to accept a position with Macke Vending Company. 
Morris E. Sampson has resigned to accept a position 
with the Market Tire Company. 
Research Committee. Mr. Bragg also attended a two-day 
preview of the AT&T Communications Seminar planned 
for business equipment salesmen. The purpose of this pre-
view was to critique the content of the seminar. 
The Chicago office assisted in a program for high school 
guidance counsellors sponsored by The Illinois Society of 
Certified Public Accountants. On January 14th, six coun-
sellors from south suburban high schools spent the morn-
ing at our office learning from Robert Shehan, Raymond 
Revers, John Terry and Clem Siemer of the many oppor-
tunities existing in the public accounting field. At noon 
they joined a number of counsellors from various subur-
ban high schools for lunch at the Union League Club, 
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where additional information was presented by several 
Illinois Society members. 
Denver — Don Sinsabaugh has been elected a member 
of the Board of Directors of the Colorado-Wyoming 
Chapter of the American Association of Hospital Account-
ants. 
Charles Husted has been appointed secretary of the 
Colorado State Society Audit and Accounting Procedures 
Committee. 
Executive Office — Robert Beyer's book, Profitability 
Accounting for Planning and Control, has been receiving 
excellent reviews, including one on the financial page of 
the New York Herald Tribune on January 26th and an-
other in the January issue of Management Review. 
Articles written by Mr. Beyer also appear in the Febru-
ary issues of Banking ("An Improved Tool for Decision 
Making") and Administrative Management ("Stretch-
ing Your Clerical Dollar") . 
William W. Werntz has been appointed to the Public 
Accounting Advisory Committee of Rutgers University. 
A French translation of the book co-authored by Joseph 
Buchan with Ernest Koenigsberg, Scientific Inventory 
Management, will be available in about a year through 
Les Editions D'Organisation, Paris. 
The Institute of Industrial Reconstruction (I.R.I.) of 
Italy has published a book entitled Advanced Business 
Systems which is a report of the conferences arranged by 
Richard Sprague and Roger Crane in Rome last summer. 
Messrs. Crane and Sprague are authors of the extensive 
introduction in the book. 
The New York CPA has asked William Werntz to be 
guest editor of the "Accounting and The SEC" section in 
their November issue. 
Walter T. Porter is teaching a course in Statistics for 
Business Decisions in the Department of Economics of 
Columbia University. 
H. J. Gram has been appointed a member of the Board 
of Directors of the Development Council of the University 
of Michigan. 
Chester Brisley wrote the chapter on "Work Sampling" 
in the second edition of the Industrial Engineering Hand 
Book just published by McGraw-Hill. 
Los A n g e l e s — W e r n e r Hintzen was appointed a mem-
ber of the Accounting for Non-Profit Organizations Com-
mittee in the Los Angeles Chapter of the California 
Society of CPAs. 
Robert Gilroy was featured in an article in the Stanray 
News, official publication of the Stanray Corporation. 
Mr. Gilroy has been working on a production control 
project at P. I. Steel, a subsidiary of Stanray. 
Phoenix — An article by Ira Osman was featured in the 
January issue of Hospital Accounting, entitled "How to 
Get Along With the Auditors". 
Pittsburgh — Louis A. Werbaneth has been appointed 
chairman of the Publicity Committee for the East Coast 
Regional Credit Meeting to be held in Pittsburgh in 
October, 1964. He has also been appointed a member of 
a committee of Tax Practitioners who act as an advisory 
committee to John H. Bingler, District Director of Inter-
nal Revenue. Mr. Werbaneth represented the Pittsburgh 
Chapter of the Pennsylvania Institute of CPAs at the 
annual meeting of the Allegheny County Bar Association, 
and has also been appointed to a special nine-man com-
mittee to promote Pittsburgh participation in assistance 
to Latin American countries. 
St. Louis — Lee J. Muren participated in a panel discus-
sion at the annual International Convention of United 
Van Lines at the Doral Beach Hotel in Miami. 
Howard Maloney has been appointed chairman, Ac-
countants Special Gift Division, March of Dimes 1964 
campaign. 
Seatt le — An article by Norman E. Swenson is featured 
in the January 24th issue of Insurance Week. It is entitled 
"Income Information Returns and Taxpayer account 
Numbers." 
Gerald E. Gorans has been elected to a three-year term 
on the Board of Directors of the United Good Neighbor 
Fund. 
TRB&S People Pass CPA Examinations 
Detroit 
Robert E. Wanders 
Dayton 
Larry D. Ewald 
David R. Kennett 
Lawrence A. Kreiser 
Dan L. Neidlinger 
Boston 
Perry M. Cohen 
Robert T. Kirkbride 
Grand Rapids 
Ronald H. Adolphson 
Philip R. Vanden Berge 
Houston 
Claude E. Brandon 
Lewis G. Ross 
Ernest R. Svadlenak 
Minneapolis 
Russell Melgaard 
Pittsburgh 
Guy P. Ebersole 
James J. Fascetti 
Joseph A. Fillip 
Charles A. Koempel 
James O. Rackley 
Milwaukee 
Walter Bruhn 
James Luther 
St. Louis 
Richard L. Hornsby 
Seatt le 
Gerald M. Berg 
Richard L. Gerren 
Gary E. Mertes 
William E. Nesseth 
48 T H E QUARTERLY 
Quarterly Correspondents 
Atlanta, Martha Martin • Boston, Marjorie J. Johnson • Chicago, Sherle Swanson • Cleveland, Alberta Everett • 
Dallas, Maxine Melton • Dayton, Leslie Earley • Denver, Beverley Thomas • Detroit, Harry G. Troxell • Executive Office, 
Florence Tramutola • Grand Rapids, Joyce E. Cowman • Houston, Jeanie Lannom • Kansas City, Genevieve Silady • 
Los Angeles, Jay Liechty • Memphis, Ann Agee • Milwaukee, Mayme Solberg • Minneapolis, Alice Carlson • New Orleans, 
Betty Ruth Menzies • New York, Elsie Turner • Philadelphia, Jean McConnell • Phoenix, Ira Osman • Pittsburgh, 
Mary Jo Densmore • Portland, Grace McLean • Rochester, Marion Snyder • St. Louis, Lillian Meyer • San Diego, 
Norma Tammer • San Francisco, Vilma Jenson • San Jose, Pat Skelton • Seattle, Helen B. Lilly • Washington, Pat Gaddy 

